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EDITORIAL 


As We See It 


If the world escapes the tortures of a third 
world war, it will not be due to the discovery 
of any great new principle of harmony among 
men. Neither will it, in our judgment, be the 
outgrowth of any type of super-national organ- 
ization which will, within rather broad limits, 
rule the world. If one looks carefully beneath 
the surface one finds about the same old lines 
of force operating in the international field. 
They may bear different names, and they may 
be dressed up in new raiment, but their identity 
is easily established. 

The United Nations has not as yet suffered 
the fate of the League of Nations. It has even 
made quite a showing in recent months in the 
Korean situation. It is clear enough, however, 
that the United Nations which appointed General 
MacArthur Commander-in-Chief in Korea, and 
which took various other steps which succeeded 
in preventing the action in Korea taking on and 
holding the appearance of what it really was for 
the most part—intervention by the United States 
—was in reality, a group of nations, perhaps we 
should say, the group of nations, which lie out- 
side the Russian orbit. What we really had was 
Russia and its satellites, on the one hand, and 


the remainder of the world, with a few excep- 
tions, on the other. The Kremlin, for reasons of 
its own. and the puppet regimes of the Kremlin, 
preferred to remain relatively inactive—as did 
almost all the other nations except the United 
States of America. A real world organization to 
keep the peace or to rule the world has not yet 





Inflation, Deflation and 
The Stock Market 


By FRANCIS W. LaFARGE* 


Partner, Clark, Dodge & Co. 
Members, New York Stock Exchange 


After weighing conditions affecting stock prices, Mr. La- 
Farge expresses view a great many things are likely to 
happen which are not conducive to upward price move- 
ment. Says market, at present level, is in somewhat 
vulnerable condition and, at least on an intermediate 
basis, “it is a better sale than a purchase.” Sees some 
deflation possible over next six or nine months. 


I would like to explain one thing about my thinking, 
and that is that I start basically from the technical point 
of view. However, after struggling with the technical 
side of the market for a little over 20 years, | came to 

the conclusion sometime ago that 

that is by no means the whole story. 

However, I still start from there, 

because I think it is a very good 

guidepost. If you think the market 

is technically vulnerable to a decline, 

then you can go and look at the 

rest of the picture — political, eco- 

nomic, and the rest—and try and find 

out whether there is sufficient jus- 

tification for a large decline or a 

fairly moderate one. Vice versa, if 

you think from a technical point of 

view the market has reached a very 

strong position, then you go and look 

at the rest of the picture to see 

whether you are having a turn for 

Francis W. LaFarge a good intermedial recovery in a 
bear market or a turn into a new 

bull market: As to the present technical structure of 
the market, it is obvious that a 37-point advance in the 
short period of three months creates a certain amount of 
vulnerability in the market. That is only too obvious. 
However, there are other signs that have begun to ap- 
pear, starting roughly about three weeks ago and 


Continued on page 34 


What Controls Do We Need? 


By LEON H. KEYSERLING* 
Chairman, Council of Economic Advisers 


Leading Administration economist warns against blindly 
repeating all-out price controls and mobilization as fol- 
lowed after Pearl Harbor. Says imposition of drastic 
controls now would lead to disaster, and, as alternative, 
advocates greater production with taxation only high 
enough te combat inflation, but not so high as to dampen 
production incentive. Calls for sacrifices by labor, agri- 
culture and business, “working together.”’ 


In the 18th century, modern democracy was born. In 
the 19th, it took root in the minds and hearts of the vast 
majority throughout the civilized world. Within the 20th 
century—within the lifetime of almost everybody in this 
gathering—modern democracy is be- 
ing challenged for the third time. 

This third challenge is more im- 
mense than any that came before. 
It is supported by greater natural 
resources and population, more 
armed might, more inflexible deter- 
mination, and more calculating cun- 
ning. 

Against this challenge, there are 
pitted the free peoples of the world. 
History has made the United States 
the central supporting tower in this 
fortress of freedom. And this time, 
we are striving to win, not through 
war, but through resisting aggression 
early enough to achieve peace. 

The leadership which our nation 
has righteously assumed cannot be experienced by gov- 
ernment alone, business alone, workers alone, or farmers 
alone. It is a task for the whole American people, 151 
million strong, welded together by a‘common purpose 
which must rest on mutual understanding. 

The American people do not need to be goaded into 
making this effort. We all know that it requires all-out 
measures, and not half-way measures. We all know that 


Continued on page 37 


Leon H. Keyserling 


put in its appearance. 
*A talk by Mr. 


tomers’ Brokers, 


*An 


Forum, 


LaFarge at a meeting of the Association of Cus- 


address by Mr. Keyserling at the New York “‘Herald-Tribune” 
New York City, Oct. 17, 1950. 
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IBA CONVENTION—The Investment Bankers Association of America will hold its An- 
nual Convention at Hollywood, Fla., beginning November 26. The slate of new officers 
and other information pertaining to the Convention will be found on page 27. 
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The Securily I Like Best 


A continuous forum in which, each week, a different group of experts 
in the investment and advisory field from all sections of the country 


pariicipate and give their reasons 


for favoring a particular security. 


(The articles contained in this forum are not intended to be, 
nor are they to be regarded, as an offer to sell the securities 
discussed.) 


HENRY B. GERSTEN 
Gersten & Frenkel, N. Y. City 


(The Atlantic & Danville Railway 

Company First Mortgage 3 

due 1999) 

security I like best is 
unique. because it is a_well- 
secured first mortgage railroad 
bond selling below bankruptcy 
prices, has 

tremendous 

possibilities 

for price 
preciation, 
and at the 
same time has 
a scund finan- 
cial basis. 

For 59 years 
the Southern 
Railway ran 
the Atlantic & 
Danville as a 
leased line. 
Wnen the 
lease expired 
in July, 1949, 
the Southern 
failed to renew the lease, choosing 
to use an alternate, more circuit- 
ovs route from Norfolk to Dan- 
ville. Va. As a result of litiga- 
tio. against the Southern tor 
allowing the properties to dete- 
riorate. a settlement was reached, 
providing the Atlantic & Danville 
with $3 million in cash and favor- 
able traftic exchange regulations. 
Part of this cash was used to make 
a payment of $400 on account of 
principal on each first mortgage 
thus reducing the first lien 
$3.995.000 to $2,355,000. A 
payment was also made 
lien amounting to 
bond, reducing the sec- 
ortgage from $1,525,000 to 

This amounted to an 
debt reduction of abou 
mile. At the same time 
aturities were extended 50 
1999 and the interest re- 
to 3% The interest is 
upon earnings until 
and cumulative to the 
extent of 9% From July, 1954, 
until maturity, the bond interest 
will yNavable semi-annually at 
the fixed rate of 3% per annum. 
The A. & D. was also permitted 
to discontinue all passenger serv- 
ice, Which was unprofitable. 

In order to put the railroad on 
a modern, efficient basis, six new 
1-500-h.p. Diesel locomotives were 
purchased for a down payment of 
$281,000 plus an additional $112,- 
400 as the first of five annual pay- 
ments. 

Since the road started independ- 
ent operations in August, 1949, the 
trend of monthly operating rev- 
erues has been very encouraging. 
The management has been ag- 
gressive about soliciting traffic 
and has been adding new cus- 
tomers at a highly satisfactory 
rate. Even during the summer 
mcnths. when business is at its 
lowest ebb in the territory served 
bv the A. & D., and when losses 
were exvected almost as a cer- 
tainty, the road operated in the 
black each month, August turned 
up with a surprising $17,195 bot- 
tom line. The net income for the 
first eight months totaled around 
$49,000. The fall months are 
usually the best of the year for 
the territory, and important rev- 
enue gains are anticivated. The 
indicata are that the net for 
tre final four months will exceed 
that of the previous eight months. 

Total combined first and sec- 
ond mortgage interest require- 
ments are $105.000 per arnum. On 
the alone it amounts to a 
little $5,900 per month. 
tecent balance sheet figures are 
excellent. Current assets were 
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The 


ap- 


Henry B. Gersten 


bond. 
from 
principal 
on tre 


$200 per 


second 


on YY 

$1,143,750 
agizregate 
$9,600 ver 
the 1 
years 
duced 
contingent 
July, 1954, 


to 


he 


ns 


firsts 


uncer 


over $900,000, including $784,000 
in cash items. Current liabilities 
were $280,000. I would this 
a solvent road. If we assume that 
the territory is growing, and there 
are good reasons to believe this is 
a reality, we should expect rev- 
enues to be on the uptrend for 
some time to come. 

The Interstate Commerce Com- 
mission made _ the _ following 
comment in its opinion on the 
securities modification proceed- 
ings: 

“The first lien will even- 
tually be improved to the extent 
of improvements to the property 
through purchase of rcad and 
equipment out of earnings. The 
effect of the depreciation and ob- 
solescence fund account is. to 
create a reserve for capital expen- 
ditures, with authority also to use 
the fund for the retirement of 
bonds. This method of providing 
for capital requirements, although 
not involving large amounts. 
should have some stabilizing in- 
fluence upon the value ot the 
bonds.” 

The charges for maintenance of 
way and_= structures combined 
with maintenance of equipment 
have averaged about $32,000 per 
month. Heavy expenditures for 
track-laying, surfacing, ties, re- 
pairs to bridges and trestles tend 
to add to the intrinsic value of the 
first mortgage bonds 

In the past year the A. & D. 
has proven that it provide 
efficient. fast, reliab!e, personal 
ized service. The well of 
important shippers, who are po- 
tential customers, has barely bee 
tapped. As the company s solici- 
tors and freight agents approach 
these prospective Cust: « ! 
will be justified confidence 
performance To 
the best of my knowledge. the 
major competing roi! rving 
the Norfolk -to- Danville route 
consumes at least 56 trave 
time. Against this, the A. & D 
makes the run in less than nine 
hours. 

Are you looking for a 
secured first mortgave 
bord where the 
ment is valued times the 
amount of the where. the 
ratio of cash to current liabilities 
is an eye-opening 2.8-to-1; where 
the capacity to earn and pay the 
interest is quite apparent: and 
which can be purchased around 35 
cents On the dollar’? If you are. 
there is just such an issue traded 
over-the-counter—the Atlantic & 
Danville Railway Ist 3/99. 


oey 1] 
Calli 


Can 


qGjeEeep 


e re 
n the 
of the service 


road se 


hours 


well- 
railroas 
road and equip- 
at 25 


issue: 


EVERETT W. SNYDER 
E. W. Snyder & Co., 
Syracuse, N. Y. 


(Shepard-Niles Crane & Hoist 
Corp.) 


Early in 1943, in studying divi- 
dend reports, I noticed that the 
company I shall discuss had just 
declared a rather liberal cash pay- 
ment. I noted 
further that in 
the preceding 
three years 
regulars and 
exw tras 
amounted to 
$5, $6 and $4 
per share. And 
the stock was 
seliing in the 
middle 30's. It 
seemed that 
there must 
a Catch 
where. 

The monuais 
had only this 
to say: Shep- 
Hoist Corpora- 


be 
Some- 


E. W. Snyder 


ard-Niles Crane & 
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This Week’s 
Forum Participants and 
Their Selections 


The Atlantic and Danville Rail- 
way Company First Mortgage 3s 
of 1999—Henry b. Gersien, o 
Gersten & Frenkel. York 
City. (Page 2 

Shepard-Niles Crane and Hoisi 
Corp.—Everett W. Snyder, E. W. 
Snyder & Co., Syracuse, N. Y. 
(Page 2) 


Electric 


New 


Bond and Share Corp.— 
Arthur Wiesenberger, Senio: 
Partner. Arthur Wiesenhberger 
& Co., N. Y. City. (Page 28) 











tion. Plant located at Montour 
Fails. New York, Engaged in tric 
manufacture and sale of electric 
cranes and hoists and allied prod- 
Dividends paia in ZO of 
preceding 23 years. Current posi- 
tion satistactory Capitalization 
56,319 shares of common stock. 


ucis. tie 


I telephoned to an officer of the 
company, who courteously told me 
that the dividends were earned 
and therefore paid and extended 
an invitation to me to visit the 
plant, together wich any present 
or prospective stockholders. 

At Montour Falis, in 
with a gooq client, we saw the 
factory in oOperatio., naking | 
bor-saving devices little cranes 
lifting and moving quar er-tuu 
loads witan no more e fort than 
that required to raise or lowe: 
window And bigger jobs 
all the up to a mammoth 
traveling c.ane capabie o:1 picki: 

es 6 7 2 UAV 1OAcs 
reig t car.: Shepard-Nilcs Cran 
ad t.én aiid still has a line oa 
ntial o America: in- 
nditions whut 


company 


snaqcde 
Way 


v iil 


pro uc.s ess 
custry, with labor c 
they a.e. 

Here, obviously was a definite! 
undervalued equity 


our Clients who agreed aie a Napp 


and those oi 


10 LOUdY. For i. Svan 
Oo livested $1.910 1a 
1943, has in tie 

years receives 
dends. She 


=< . 1 
o-.Or-1 


in 
$2,573 in ca 
now, by vir ue 
plit ia 1947, owns 
ith a current markc' 
312.50. And Mr. M. the 
purchase. 100 shares at a lato: 
daie at an initial investment o;: 
$6,100, has received $3,135 in divi- 
200 shares 
leaving $3,048 still in the 
stock with a value of $5,175 


Oi; a 
Bea 


share 


‘eo 
> 


vaiue of $4: 


c 
Oj 


de ds, sold after thie 


split-up 


! realize that readers of this i: 


teresting of articies air 


series 


' 
2ou0uU 


more concerned in what's 


from here rather than in a 
tale that 


water over the dam. 


On, 


of something might be 


I would not 
sShepard- 


the 


venture to for 


Nines 


predict 


Crane, during nex 


seven repetition of the 
of the seven. 
But I was asked to tell about the 
security I like Here's 
that has been good to me and m, 
clients and | think it will continue 
to Shepard-Niles Crane & 
Hoist Corp. is quoted and traded 
in the unlisted market. 


“or those who favor companies 


years, a 
performance past 


best. one 


be. 


of moderate capitalization with 
high 
liberal 
may I suggest a study of Arthe: 
G. McKee & Co. and Electric Con- 
troller & Mfg. Co. And 


starding records of uninterrupted 


corre=ponding per share 


earnings and dividenas. 


for Out- 


payments—Plymou:h Cordage Cu. 
Scovill Manufacturing Co., 
the former since 1860 and the lat- 
1856. I 
mended them 


and 


ter sicce have recoin- 


foi 
these stocks are 


many years an 
included in 
portfolios under my guidance. 
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The Issues Facing Us 


By EDWIN G. NOURSE* 
Former Chairman, Council of Economic Advisers 


Warning we have not solved problem of inflation, either before 
or after Korean episode and the battle is still one of catch-as- 
catch-can, Dr. Nourse reviews manpower and production diffi- 
culties as they affect prices, incomes, taxes and controls. 
Sees conflicts in getting maximum war production and, at 
same time, avoiding inflationary complications. Explains how 
peacetime conirols impair flexibilty of market needed for mili- 
tary preparedness but, nevertheless upholds credit controls. 


It has been suggested to me that 
you would like to have my views 
as to the business prospects and 
the probable impact of govern- 
mental poli- 
cles and pro- 
grams that are 
under way or 
in the process 
of forming. 

Now this is an 

assignment 

which I find 

very congen- 

ial. I want to 

warn you that 

what I say is 

not to be taken 

at ati 
prophecy or 
“inside dope” 
by someone 
who has just 
come from the Washingion scene. 
What I want to do is to highlight 
what I regard as the most signifi- 
cant issues, show why they seem 
to me to be important, and what 
results can be expected if one or 
another course is followed. Only 
on the basis of an understanding 
of these issues and trends can the 
businessman decide how to con- 
duct his business and the voter 
decide how to cast his vote; also 
how he will raise his voice in 
community discussion or “raise 
hell” with his Congressman. 


as 


Edwin G, Nourse 


The Long-Run Issue Is Presperity 


If we take Jan. 1, 1950 as the 
mid-century point, the basic is- 
sue—always No. 1 with both the 
businessman and the economist— 
was how to get sustained high use 
of our productive resources with- 
out the recurrent interruptions 
and wastes of depressions, big and 
little. Last January we were still 
working on this problem primari- 
ly in a peace time setting. To be 
sure, the consequences of World 
War II had not been fully liqui- 
dated, and Joe Stalin was contin- 
uing to complicate the process 
with something called the “cold 
war.” But, by and large, we felt 
that we could take care of that 
military expense as part of the 
country’s cost of doing business 
in a real world, like your cost for 


*Address by Dr. Nourse, before the 
Wisconsin State Chamber of Commerce, 
Milwaukec, Wis., Oct. 24, 1950. 
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sprinkler systems and night 
watchmen. The reversal of dis- 
armament was annoying and 
wasteful, but still quite bearable, 
and not inconsistent with a very 
high level of domestic prosperity. 

What was most disturbing at 
that time was that there still were 
inflationary forces which had not 
been brought fully under control. 
The conservative view was that 
we would have to adopt an econ- 
omy program by government and 
balance the budget if inflation 
was to be checked and a solvent 
government and a sound dollar 
made the foundation of sustained 
prosperity as contemplated in the 
Employment Act. The Adminis- 
tration view was more compla- 
cent. The President argued in 
his January Economic Report to 
the Congress that economic ex- 
pansion fed by a liberal spending 
program would cause output to 
expand so rapidly that the budget 
would soon come into a balanced 
or even surplus position. This 
would come about automatically 
as the tax yield from rising per- 
sonal and business incomes ex- 
panded. 

Stated 
timistic 


in other terms, 
argument was 
gross national product would 
grow so fast as to enable us to 
take care of the remaining costs 
of -World War II, the drain of the 
cold war, a vigorous government 
program of conserving and de- 
veloping national resources, and 
still leave to consumers a dis- 
posable income that would give 
them rapidly advancing standards 
of living. This was a very attrac- 
tive theory and, as a social scien- 
tist, I feel that it is unfortunate 
that it was not possible to carry 
the thing through as a laboratory 
experiment and see whether Pro- 
fessor Truman was right. We 
might have learned a lot. 


the op- 
that the 


The Short-Run Issue Is 
Preparedness 

Now, if we take as the mid- 
century mark not Jan. 1, 1950 but 
the coming Dec. 31, we see this 
long-term peacetime issue of how 
to achieve stabilized prosperity 
pushed into the background. In 
its place, we now have a short- 
term or immediate issue of how 
to incorporate war or near-war 
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into our policies and programs 
for dealing with the economy. The 
prime question becomes: how 
short a term should be taken as 
the guide to our present plan- 
ning? Related questions are: how 
big a military effort are we going 
to undertake, and what effect will 
such a military program have on 
the conduct of business and the 
conditions of our private lives 
both our standards of living and 
our freedoms of choice in action. 

In effect, two answers these 
questions being proposed by 
different in government 
and in private life. One is that 
we shall take a two or three-year 
perspective put ourselves in 
a position to bear the major brunt 
of World War II! by about 1953. 
The other is that we take at least 
a 10-year perspective, and scale 
our military etfort so that it could 
be borne by the economy without 
breakdown and tolerated by the 
people year after year without re- 
volt or serious loss of moral. The 
fact that we could mount the mil- 
itary strength needed to preclude 
a quick victory to an aggressor 
and could at the same time keep 
our democratic capitalistic system 
running smoothly would make it 
utterly foolhardy for the Kremlin 
to open a war at any time during 
the decade. Korea demonstrated 
again for Stalin’s benefit the fal- 
lacy of the quick-war dream. It 
showed again the reserve strength 
of the United States. If we now 
hit a 10-year military-industrial 
stride, the Soviets might even 
abate their military threat much 
sooner than 1960. But even if 
they did not, such a policy would 
be one that we could continue in- 
definitely and which would be 
compatible with full employment 
and sustained high production. 

These two policies, shorter or 
longer-range, are not to clear-cut 
even in the minds of many of the 
people who argue for one or for 
the other. The battle is still one of 
catch-as-catch-can. But it is mov- 
ing pretty rapidly forward to com- 
mitments—on size of force, terms 
of draft, stockpiling, controls, and 
taxes. When the 82nd Congress 
convenes, with its new member- 
ship and its interpretation of the 
meaning of the election choices, it 
will move rapidly to the stage 
where the die will be cast. In fact, 
the 8lst may jump the gun during 
December. Then the immediate 
problem of businessmen will be 
how to live most comfortably and 
successfully under whatever kind 
of national program is settled on. 

With this as a background, I 
will now discuss the outlook in 
three general areas which seem to 
me to have most practical and 
concrete significance to the owner 
of a small business or the execu- 
tive of a large concern. These 
cover manpower and production; 
prices, incomes, and taxes, and 
government controls. All I can 
do in the time available is to hit 
some high spots, hoping that what 
I say may be helpful to your fur- 
ther thinking. 


Lo 
are 
persons 


ana 


Manpower and Production 

The first general aspect of the 
world we're going to live in con- 
cerns the technical side of the 
picture, or physical supply. This 
means quantity and quality of 
available manpower, adequacy of 
goods and machinery to work 
With, bottlenecks, and conversion 
problems. 

With the military program as 
it is shaping up, labor is already 
tight and bound to get tighter if 
the military program is expanded 
as now proposed. We have just 
under a million and a half in the 
armed forces at present and are 
planning at least to double that 
number as fast as possible. Tak- 
ing a mere million and a half out 
of a labor force of about 65 mil- 
lion may seem like a small mat- 
ter. But look who they are! Not 
the marginal workers at the bot- 


Continued on page 15 
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The Over-the-Counter 
Market in Stocks 


sy OLIVER J. 


TROSTER* 


Troster, Currie and Summers, New York City 


Col. Troster explains reasons 


for existence of the over-the- 


counter market and essential differences between this and 
market in listed securities. Says over-the-counter market per- 
forms merchandising function, by way of circulars, telephone 
calls, newspaper advertising, and like. Stresses public service 
of over-the-counter market in making securities markets and 
shows how transactions are performed merely to build up good 


will. 


Lists three types of trading departments in over-the- 


counter house, and explains nature of competition in securities 


trading. 


I believe in New York because 
to me it epitomizes capitalism, 
free enterprise. Wall Street 
here, and, of course, Wall Street is 
known. the 
world over as 
an instrument 
of good or bad 
depending on 
the point of 
view. All too 
many people 
seem to think: 
“Well, capital- 
ism is all] 
right; free en- 
terprise is all 
right,” but 
just like a 
cook with a 
salad - they 
immediately 
try to dress it 
up! Some want to take capitalism 
and sprinkle it liberally with 
either communism, or with social- 
ism, or some other ism that more 
or less neutralizes the effective- 
ness of the system. 

I have many preacher friends: 
I have many friends who are 
teachers, and I have argued at 
length with many of them over 
socialism, capitalism, communism, 
and all the in-between varieties. 
It is only recently since commun- 
ism has been brought to the fore 
so strikingly, that many of them 
have begun to realize that possibly 
there is a closer link between so- 
cilalism and communism than had 
previously been thought. 

I will try not to get too wrapped 
up in that subject although I 
would like to. Do you remember 
the story of a newspaper editor 
assigning a topic to an editorial 
writer, and the writer returning 
and saying, “Here is the editorial. 
I am sorry it is so long—I didn’t 
have time to write a short one.” 
My talk will be very long this 
morning, I didn’t have time to 
write a short one! 

I am in Wall Street. My address 

74 Trinity Place. Why do I 
say Il am in Wall Street? If I 
am in Wall Street, how about the 
security dealers in Jersey City? 
And why not my correspondent in 
St. Louis? And in Denver? And 
so on around the world? We say 
“in Wall Street” as indicating a 
business, indicating a system, in- 
dicating a way of life! To me, 
“Wall Street” is just a symbol of 
capitalism, the same as the “Stars 
and Stripes” are the symbol repre- 
seliting the United States. You 
can't say that the flag is the 
United States of America, but it is 
a symbol. Because “Wall Street” 
is a symbol I hate to see it tram- 
pled in the dust, especially by 
those in high places, either face- 
tiously or otherwise. 

There is a man who is going to 
be the American Ambassador to 
Mexico, I see by the papers, who 
not too long ago in talking to a 
group here said, “Wall Street! 
Take it away: you can have it. It 
would give us more room to do 
some of the things we would like 
to do.” Well, of course, he may 
have said that with his tongue 
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A lecture given on Aug. 16, the 
17th in a series on The New York Securi- 
ties Markets and their Operation, spon- 
sored iointly by the New York Securities 
Industry ard the University of Vermort’s 
Department of Commerce & Economics. 


Distinguishes between brokers and dealers. 


in his cheek, or he may not have 
meant it, but it is remarks of that 
kind that really hurt all of us. 

Now, why do I beiieve in Wall 
Street? Well, what system would 
you have substituted for it a hun- 
dred years ago that would have 
brought us to the point where we 
are now’? What would you sub- 
stitute now that would carry on 
beyond this point, and how would 
you do it? 

One of the hardest things in the 
world to do is to take something 
away from a lot of people and 
then try to give it back to them. 
If the freedoms, privileges and 
systems you have been studying 
about are taken away, it is going 
to be difficult ever to get them 
back. 

But to get onto the subject of 
Over-the-Counter quotations. 
Now, I assume that Mr. Walker in 
his talk went into considerable 
detail about the number of issues 
that were traded over-the-counter. 
He may even have told you about 
the origin of the name “over-the- 
counter,” but having been one of 
the people present at the birth of 
the name, I will tell you my ver- 
sion of it. and then you can argue 
as to whether it is a good name 
or not. 

Back in the days when the At- 
torney General of the State of 
New York was Mr. Ottinger, who 
was breathing hot on the necks 
of everybody in Wall Street for 
misdeeds or supposed misdeeds, 
we came to realize that the name 
“unlisted securities’ carried a 
negative connotation. It was anti- 
something. It was not a positive 
term. 

Mr. F. H. Hatch, a member of 
the firm of Frederick H. Hatch 
& Co., the oldest over-the-counter 
house in New York, said he could 
remember that sales of govein- 
ment bonds were being made to 
people as they came into his 
father’s brokerage office right 
after the Civil War, “over-the- 

Continued on page 29 


How Can Investors 


Cope With Inflation? 


gD Stock Digs now ow 
ve histori 
all 


Aa 


20 GROWTH STOCKS 


Craigmyle, Pinney & Co. 
New York Stock Exci 
One Wall Street, York 5, 


Member ange 


New Ms Ee 
Branch Offices 
Middletown, N. Y. Newburgh, N. Y. 
Annapolis, Md. Summit, N. J. 
Winter Park, Florida 















Volume 172 























" dicate = y 
Th Steel Production 
eS Electric Output 
Carloadings 
Retail Trade 
State of Trade Commodity Price Index 
Food Price Index 
Auto Production 
and Industry Business Failures 

Total industrial production last week achieved the highest 
point since the close of World War II. Output was stimulated in 
good measure by the steel industry, which tor the fourth con- 
secutive week reported a new all-time record level at 102% of 
capacity of steel ingots and castings. The metal is continuing to 
pour from the nation’s furnaces in record volume and October 
production. according to “Steel,” the metalworking weekly, is 
expected to break the monthly record of 8,551,887 tons established 
in May of this year. 

The bulk of steel production continues channeled into civilian 
goods manufacturing lines, but emergency needs are taking a 
steadily rising percentage of total output, states this trade maga- 
zine. Military and related requirements are now beginning to 
reach placement stage in volume. However, due to the 45-day 
lead time required on DO orders, new military business cannot be 
handled before first quarter next year. Some military business 
placed last week will go into December rolling schedules and 
military orders placed a while back and subsequently certified 
with DO ratings will be handled before the current quarter closes. 
Certification limit for these older military orders has been ex- 
tended to Oct. 31. 

Broadly, the only business now being accepted by the mills 
is rated tonnage. Except in a few lines, the steelmakers have not 
opened books for first quarter on regular commercial business. 
And they are sold out for the remainder of this year, “Steel” 


asserts. As a result, with emergency rated tonnage taking in- 
creasing rolling time, substantial order carryovers into first 


quarter of 1951 are indicated in all products. Civilian consumers 
are scrambling for tonnage to sustain operations. The gray and 
conversion markets are providing some respite in the shortage, 
but tonnage from these directions falls far short of filling require- 
ments, Credit curbs and other government controls may tend to 
ease demand for steel for civilian purposes as time passes, but it 
will be some weeks before the effect of these regulations becomes 
apparent. 

On Friday, last, it was reported that 15,000 workers in the 
eight East Coast shipyards of the Bethlehem Steel Co. will seek 
a “healthy” across-the-board increase in a wage review to begin 
late in November. 

The Goodyear Tire and Rubber Co. on the same day announced 
wage increases averaging 12 cents an hour for some 20,000 workers 
at plants in 10 cities. 

The new wage contract with the United Rubber Workers, CIO, 
was signed here last night after six weeks of negotiations and is 
expected to set the pattern for the rubber industry. 

In keeping with higher production levels, continued claims 
for unemployment insurance dropped in the week ended Oct. 7, 
1950, by 5° to the lowest point in two years. They were about 
57% below the level of a year ago. In the case of initial claims, 
while they rose 15% the past week, they were but half the total 


of a year earlier. 


Steel Output This Week Scheduled for Further 
Record Expansion 
The steel industry will be a “Johnny come lately” on wage 
hikes and price increases, according to “The Iron Age,” national 
metalworking weekly, in its latest summary of the steel trade. 
The boom was lowered sometime ago by auto companies, more 
recently by electrical equipment concerns and a few weeks ago by 


aluminum firms. Now it is the steel industry’s turn. 

Steel costs are up since the last general price increase in 1949. 
Prices ¢ equipment, scrap, copper, tin, zinc, paper, lumber, pig 
iron, coal wages, oil and red tape are up considerably in the past 
ten months. 

Steet labor will get an average of 12!2 to 13 cents an hour 


raise in base rates and an additional 5 cents in fringe concessions 


making a total of about 17!» to 18 cents an hour. Fringe will 
include changes in holidays, vacations, job classifications and 
pensions 

Steel prices will go up $6 to $10 a ton with the average some- 
where near $8 a ton or about 10%, The changes will take care of 
ray aterial advances, labor increase (including white collar 
workers uneconomical production due to defense orders and 
expansion cost, most of which has to come from profits. 

Expected this week was announcement of NPA approval of 
steel requirements for freight car builders and the oil and coal 
mining industries, respectively. These programs, states this trade 
paper. will take precedence over other business after DO orders 
have been filled. 

The impact of DO orders, plus these essential nonmilitary 
orders ill cause some steel producers to change their product 
mix for the first quarter of next year. One producer has already 
decided to slash sheet output 15%, tinplate 6% and semi-finished 
bars 10 in order to turn out more piates and shapes, Others are 
laying similar plans. 

Although the greatest impact so far has fallen on plates, the 
5% li set by NPA on sheets is also inadequate. This will come 
as grim news to many manufacturers who are already indulging 
in expensive conversion deals, paying premium prices, and in 


some cases even fabulous prices in the gray market in a frantic 

scramble for cold-rolled sheets, this trade authority points out. 
Consumers who have been buying ingots from one source and 

paying a fee to have them converted into sheets by another mill 


are now being informed by some converters that they will have to 
supply 
version. 


slabs and billets instead of ingots for first quarter con- 
This is bound to hurt because there isn’t enough bloom- 
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Investing Media to 
Be Discussed 


Scott, May, and Loss to Partici- 
pate in Town Hall Panel. 


Dr. Edgar Scott, co-author with 
Emily Kimbrough of “How To 
Lay A Nest Egg” and governor 
of the  Philadelphia-Baltimore 
Stock Exchange, will open the 
Tuesday, Oct. 31 session of the 
financial seminar being presented 
jointly by Town Hall and the 
Federation of Women _ Share- 
holders in American Business, Inc. 

Building the program around 
the subject, “Where Do I Go to 
Invest My Dollars?”’, Dr. Scott will 
discuss financial market places 
and how they look. The March of 
Time film ‘“‘Money At Work” will 
be shown in conjunction with his 
talk. 

A. Wilfred May, Executive 
Editor, ‘Commercial and Financial 
Chronicle,” and formerly eco- 
nomic expert for the SEC will 
follow Dr. Scott with a discussion 
of commercial banks, savings 
banks and trust companies, invest- 
ment bankers, dealers, brokers 
and their function. 

What Federal protection the in- 
vestor has and how the investor 
can guard herself against fraud 
will then be discussed by Louis 
Loss, Associate General Counsel 
of the Securities and Exchange 
Commission and lecturer in law 
at Yale and George Washington 
Universities. 





COMING 
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Oct. 26, 1950 (New York City) 


New York Group of Investment 
Bankers Association Annual Meet- 
ing at the Hotel Pierre. 

Oct. 26-27, 1950 (Southern 
Pines, N. C.) 

Securities Dealers of the Caro- 
linas annual meeting and election 
of officers. 

Oct. 30, 1950 (New York City) 


Wharton School (University of 
Pennsylvania) Dinner in honor of 
Bernard F. Gimbel at the Waldorf- 
Astoria Hotel. 


Nov. 3-4, 1950 (Miami, Fla.) 
Florida Security Dealers Asso- 
ciation Annual Meeting at the 
MacFadden-Deauville Hotel. 
Nov. 15-16, 1950 (N. Y. City) 
Association of Stock Exchange 
Firms’ annual meeting of Board 
of Governors at the Waldorf- 
Asoria, 
Nov. 26-Dece. 1, 1950 (Hollywoed, 
Fla.) 


Investment Bankers Association 
Annual Convention at the Holly- 
wood Beach Hotel. 


Dec. 8, 1950 (New York City) 


New York Security Dealers As- 
sociation Silver Anniversary Din- 


ner at the Waldorf-Astoria Hotel 
(Starlight Roof). 


Dec. 21, 1950 (St. Louis, Mo.) 
Mississippi Valley Group of 
IBA Christmas Party at the Park 
Plaza Hotel. 
June 11-14, 1951 (Jasper Park 
Lodge, Alberta, Canada) 
Investment Dealers Association 
of Canada Annual Convention. 


H. W. Freeman & Co. 

FORT MYERS, Fla.—Howard 
W. Freeman has formed H. W. 
Freeman & Co. with offices at 828 
First Street. He was formerly a 
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Observations... 
By A. WILFRED MAY 
Forecastability of “The Market”—1950 


With attempts at stock market forecasting now being engaged 
in with an all-time high of intensity, it behooves us to re-examine 
their justification and possibilities. 

Fundamentally, forecasters ruminating over “the” market now 
as always must face the inescapable truism 
that it is impossible to form conclusions about 
a “market” that actually is non-existent. The r- 
unreality of a market-conceived-of-as-a-unit. 
and the fallacy of symbolizing it through an 
inclusive average, are again clearly demon- 
strated by its self-divergent performance. since 
the pre-Korea average peak. Standard and 
Poor's Corporation Price Movements of 40 
Stock Groups discloses that 20 industries have 
scored advances ranging up to 22%, with 20 
simultaneous offsetting declines as great as 






































17%. And between individual issues within : { 
industries, similarly divergent action is occur- | 

ring now as it has in the past. Since 1929, in ¢ 

the face of a 40% decline in the general mar- |}. * ee 
ket as portrayed in the Dow Jones Industrial i... 2... ore 


Average, 350 individual listed stocks neverthe- A. Wilfred Ma 
less are now selling above their 1929 highs. 

So, indispensable though it may be for the forecasters to 
pictorialize a “the market,” actually that concept is merely a 
fantastic mirage! 

The External Imponderables 

The impossibility of forecasting by means of internal market 
systems, and the reasons therefor, have been demonstrated in 
previous issues of this column. Let us here examine the possibil- 
ity of successtul anticipation of movements of the market—either 
in part or as a whole—from analyzing the external political, eco- 
nomic, and financial phenomena. 

The politically-motivated tax outlook, via the threat of a 
post-Election so-called excess profits levy and rises in the flat cor- 
porate rate, represents an imoortant imponderable as far as its 
market effects are concerned. While gradual rises in the ordinary 
income rate in the past have not resulted in destruction of profits, 
it could happen that a further pay-as-you-go-ish boost to 50% 
and more will actually turn out te be the long-feared profits- 
confiscating “wolf.” And the effect of a so-called excess profits 
levy, whether or not :t is geared to wartime stimuli, must surely 
be sharply divergent throughout the market as well as unpre- 
dictable. 

Government Controls 

Another imponderable is contained in current government in- 
terventionism—both as to kind and amount of the dose. The stock 
speculator is just as confused as is the housewife over whether 
their government’s “anti-inflation” crusade really is more con- 
cerned with keeping down the price of roast beef, or holding up 
the price for hogs and butter. 

Which Contradictory Element to Emphasize? 

Are armament needs, deficit spending, and wage spiraling, 
on the one hand: or the nation’s overproductive capacity, credit 
restrictions as on housing and instalment buying, etc., on the 
other: to be deemed the inflation-deflation determinant? 

Moreover the supply situation itself seems unclear. In steel, 
is the forecaster to be guided by the Washington pronouncements 
that steel is so short that capacity must be further increased, and 
that rationing for civilian autos is around the corner; or, on the 
other hand, by the fact that automobile sales fell by 13% from 
August to September, and by hoarding reports supporting steel 
executives’ insistence that their product will soon be “running out 
of our ears’? 

It may even be asked whether the government's restrictive 
measures octually are wholly bearish, or whether, on the other 
hand they are perhaps a means of building up a later pent-up 
backlog of demand and continued active business such as helped to 
avoid a traditional postwar depression after 1945? 

On which bracket of directly contradictory 
forecaster’s emphasis to be placed? 

The Inflation Dilemma of Short-Term Timing 

In the “inflation” picture there are likewise many cross-cur- 

rents obscuring short-term stock market prediction. On the one 
Continued on page 42 
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the election of 


JOHN H. STEVENSON 
and 


EDWARD RUSKIN 


formerly of Ward & Company 
, or pene * , | 
as Vice Presidents. 
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Chase National Bank 
Appoints New V.-Ps. 


William C. Henchy of the Worth 
Street branch, James P. Mitchel! 
of the West Coast district, Hamii- 
ton T. Slaight of the public utth- 
tics department, Joseph M. Walsi: 
of the Rockefeller Center branch. 
and Crawford Wheeler, in charg 
of public relations, all Secona 
Vice-Presidents. were promoted 
to Vice-Presidents of the 
Natioual Bank by the board ot! 
directors vesterday. 

At the same time the board ad- 
voneced three Assistant Casnie! 
James Bloor of real estate and 
mertzage loan William R. Bot- 
te::us of the trust department, ana 
Peul F. Clarke of | utilities, 
to the rank of Second Vice-Presi- 
dents. Kenneth E. Hill, engineer 
in the petrcleum department, also 
wes ppointed a Second Vice- 
President Harold French, 
heretofore Assistant Manager, 
promoted to Gariiciad 
brancn. 

Otne 
ficie! staff were Corneiius D. How- 
ja:id, Roger M. Keefe, John B. M. 
Place and Douglas C. 
AS Cashiers I 
lay, Jasper Hijeistrom. John Qf. 
Keogh. Alfrec L. Lankenau, Jonn 
S. O’Conne!}l, Jack A. Peyman 
Ure. Assistant Managers 
at New York City branches, and 
Charles A. Ehren, William fi. 


Chase 


public 


ind 
Manager of 


appointments to the oai- 


Murphy, 


istan Jonn B. Dun- 


and 


James i. 


Lentz and James W. Watts, 
ant 
partment. 


U. S. MANGANESE | 
CORPORATION | 


Assist- 


Managers in the foreign de- 
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It is difficult for this writer to share the indignation of the 
New York Democrats over the alleged promise of a job to Lieu- 
tenant Governor Hanley if he fails to make the grade in the 
Senatorial race. I suppose this sort of stuff has been going on ever 
since we began having peclitical campaigns. 
In fact, in the present cempaign the Fair 
Dealers have two men running for the Senate, 
to this writer’s knowledge, with the under- 
standing that if they don’t succeed they will 
get back jobs they had in Washington or their 
equivalent. As of this date, they will be 
here to take over their Old jobs in about tnree 
weeks. 

Had both men not understood they were 
to be taken care of they would not likely have 
let go of the juicy plums they had, and under- 
standably so. Both of them had uphill fights. 
In cases such as this, men ate moved not only 
by ambition but they have a duty to the party 
to perform. 

The situation goes much further than this. 
Members of Congress will go along with the 
President on an unpopular issue with the 
are to be taken care of in the event of their 
defeat. Similarly, members of Congress will go along with the 
President. right or wrong, in the hope of being rewarded with 
Federal judgeships. This is the way party regularity or discipline 
is maintained. 


back 


Carlisle 


Bargeron 


understanding they 


I remember overhearing Shay Minton, then a Senator, telling 
a group of colleagues several years ago that he was damned tired 
of taking care of Roosevelt's dirty linen when Roosevelt was 
taking his own time coming forward with the promised judgeship. 
In those days Minton was one of the New Deal's sand bag men in 
the Senate. Regardless of what was sent up from the White House, 
Minton was in the front pitching for it, shouting the usual 
sense about the common man and the vested interests. 

Well, he finally got his judgeship, was subsequently elevated 
to the Circuit Court of Appeals and Truman placed him on the 
Supreme Court. 


non- 


The independent members of Congress are the ones who don't 
want better jobs at the hands of the Administration but who vote 
their convictions. They are few and far between. There is not the 
slightest doubt that the late Joe Robinson gave his life to the fight 
for Roosevelt’s court packing plan on the promise he was to be 
named to the Supreme Court, Robinson, a high type of man, never 
felt exactly right about it. 

A man with a job in Washington who resigns it to go back 
home and run against someone the Administration wants to defeat, 
does incur a certain amount of risk. If he makes a terribly poor 
reveals that he has little following back in his own state, 
then the Washington big wigs may decide that he isn’t worth fool- 
ing with. In this event he will likely get another job in Washing- 
ton but not as good as he had before. 


Be this as it may, the 


SHOWTNE, 


political prognosticators are showing an 
unusual timidity this year. They have in the past been very bold. 
But this year they are describing nearly every 


One 


race as so close as 


to defy a prediction. candidate is described as seeming to 


have had a slight edge but his opponent is described as having 
made gains in the past few days. 
the letter of 


Barring some such explosion as 
the Cleveland-Blaine campaign, “Rum, Ro- 
Rebellion,” 


famous 


manism and the campaigns have usually jelled 
late in the season and the stuff about one candidate coming 


tne other going down is the bunk. 


this 
up and 


The reason for the timidity on the part of the prognosticators 
is the fools they made of themselves two years ago. Having made 
no prediction of my own at that time, I will attemnt one now. 

In Connecticut the Republicans will defeat Chester Bowles and 
Benton for Governor and Senator, respectively. Brian McMahon 
will be reelected to the Senate. 

In New York, Dewey and Lehman will win. 

In Pennsylvania, Republican Duff will defeat the incumbent 
Senator Myers. 

In spite of the campaign against Tydings in Maryland. which 
has him worried, he will be reelected. 

Taft will win in Ohio along with the Democratic Governor 
Lausche; Lucas will probably beat Dirksen in Illinois: Capehart 
will be reelected in Indiana; Hickenlooper in Iowa. 

In Idaho, the Republicans will reelect Senator Dworshak and 
pick up the seat held by Glenn Taylor. Republican will 
defeat Helen Gahagan Douglas in California, and the Republican 
Bennett is likely to defeat Fair Dealer Elbert Thomas for the Sen- 
ate in Utah. The Fair Dealers will hold their Senate seat in Wash- 
ington; Wayne Morse will be reelected in Oregon: 
senator Milliken returned from Colorado 

On this basis, the Republicans will make a gain of five in the 


to 
lmenate, 


Nixon 


tepublican 
W ill be 


This will leave the Democrats with a majority of two. 

The mechanics favor the Republicans in the Senatorial cam- 
paigns. I have not noticed any Republican trend in the Congres- 
sional races and doubt they will pick up more than 30 seats, 
enough for control. 
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A Balance of Power for Peace 


By FERDINAND EBERSTADT* 
Chairman, F. Eberstadt & Co. Inc. 


Former Vice-Chairman, 


War Production Board 


Holding present international crisis is due to failure to come 
to grips with realities in restorimg international balance of 
power as means of maintaining peace, prominent investment 
banker urges peace treaties wtih Germany and Japan and im- 
mediate admittance of these two nations in family of nations. 
Says Germany and Japan should be allowed to rearm under 


UN supervision. 


Favors rearmament of friendly nations in 


Far East as well as nations in North Atlantic Pact. 


I 

Twice in something more than 
a score ot years we have won 
great military victories at tremen- 
Gus cost in life and property, only 
to have the 
Zoa ls {o1} 
which we 
fought and 
which victory 
actuwuaitly 
brought with- 
in Our grasp 
elude us as we 
listened “with 
credulity to 
the whispers 
of fancy and 
pursued with 
eagerness the 
phantom of 
hope.” 

We are con- 
fured and con- 
cerned. 

Our confusion is all the greater 
because no people 
to the tragedies of 
dered its crushing burdens more 
unselfishly. We coveted no terri- 
tory but our own. We sought do- 
minion over ng! people but our- 
selves. We desired no material 
advantage from friend or foe. Our 
only objectives were to put a stop 
to brutality and aggression; to as- 
sure peace and tranquility in the 
world so that people might live in 
security and contentment under 
governments of their own selec- 
tion. For the accomplisnment oi 
these worthy aims, we gave with- 
out stint of life. of 
property. 

We the 
these goals been attained 
There is no peace in tke world. 
There is no tranquility. There is 
no security. Far from 
greater blessings to others. we 
in grave ourselves 
ing some of t! that we 
long cherisned 


Ferdinand Eberstadt 


ever taced up 


war or shoul- 


work, of 


won war. Yet none ol 


has 


assuring 
1; ver { 
a2rnger oO 


tose 


No woncer that we 
fused concerned. 
What then has gore 
that a deeply 
peonie should have so brui- 
liantly mastered the art of win- 
ning wars and have failed so Cis- 
astrously in the art of making 
peace. This question indicates its 
own answer. it is not our soldiers 
who have failed but 
men. 


it is easy to blame the whol 
tragic business on Russia. Witt- 
out doubt the men in the Kremlin 
are lurgely respo’sible for ou 
predicament. But Russia’s iiutran- 
sigeance is only part of the stor. 
We ourselves, I believe, bear a 
very real share of the responsi- 
bility for the present siluation be 
cause, though inspired by thie 
noblest ideals, we have failed to 
come to grins with the practical 
realities of po-ver and more 
cifically, to use an old phrase. 
with the realities of the “balance 
of power.’ We ignored, o1 
garded, ove oi the hard tac 
in ernational life. namelh vat, 
thre absence of overwhelming p 
dominarce of one 
isted under tke 


and 
SO W1iOng 
How jis it 
lovin: 


peace- 


our 


Stalk 


SPpc- 


disre- 


nation (as © 

foman Empir 

‘ 1 as presently exists In 

Western Hemis»vhere). 01 
d organiz=tion capabl 

down the rules and 
Aa address by Mi: 

me ng jcivtly spons 

Affairs Council of S 

v ity cf Wash ngton, 

Oct. 16, 1950 


nining and enforcing justice and 
law and order among na.ions, a 
rensonable balance of power 
gsi the nations is, has been 
and always will be, essentiai to 
the maintenance of peace. To 
have destroyed that balance pe- 
fore an adequate substitute had 
been created invite 
gression an‘l possibly War. 
is exactly what we did, and, in 
my opinion that is the main rea- 
son why we are where we are. 

Heartsic! from the terrible 
tragedies and destruction of two 
worla wars, “determined,” as the 
United Nations Charter puts it, 
to save succeeding ce. erations 
from the scourge oj war,’ we 
nobly .esolwed that it sbould never 
heppen again. We were disgusted 
at the past, we longed for soime- 
thing new, something better, for 
the future. Associating the bal- 
ance of power with tiie past, we 
wanted no part of it. We re- 
gardea it as synonymous with 
“power politics” and we wanted 
to ne rid of that also. +And so, 
we approached the postwar provb- 
lems on a level of higii but rather 
vazue idealism, guided by our 
nopes fcr the world as it ougnt 
to be. The Russians approached 
them on a less elevated put more 
hardboiled and practical level, 
guided by their Knowledge of the 
world as it is. 


ainot 


Was 10 ag- 


That 


It may not be 
point out that in both World Wars 
ihe Cuptains of our Ship of State 
were men probabiy more con- 
cerned with making history than 
with tollowing its lessons. 

The phrase 
is an old onc 
pleasant 


irrelevant to 


‘balance of 


and 


power 
to many an un- 
it connotes the kind 
of “power politics” which 
becn brougnt up to 
Wholly evil. Yet it i 
to have such power as 
try now 
ing if 


thern:ore, 


One 
Ve hi: V< 
tnink oj as 
impossible 
this coun- 
without deplo - 
way or anotier. Fur- 
it is impossible to crete 
huge vacuums in the world by 
the destruction of great rations 
without having other torces (often 
worse ones) rush in to fill tne.n. 
In and of itself, the maintenance 
of an adequate balance of powe! 
not be the noblest of gouls, 
but it is a means wnich statesmen 
have used effectivel; 
over the cause vil 
peuce record, it has 
proved itseil a vetter instrument 
to that end than most of the SGU 
odd peace plans which have been 
proposed and tried since tne 
Acnacan League 


DOSSeSSEeCS 


In One 


Mmey 


and 
veais in 
the 


used, 
the 


Ana, on 


Maintenance of a balance of 
power between nations, so as to 
prevent any one oi them from 
threavening or dominating ule 
rest, was a principle familiar to 
the ancients both as theorists anc 
prectical statesmen. It was prec- 
{iced in mediaeval and in modern 
Europe. It received recog 
the early iormulation 
tional law It W 
or the coalitious 
XIV and Nepoleon. 
heavals, c inap oj 
Euro! obscured its aplication 
ing Wert he 19t Century, 
Wild > erd of ine Cen- 


series 


a lon in 
ol intertia- 
justi ication 
Louis 
National up- 
the 


as the 


aZalhlsSt 


anzZing 


ain ina 

v-alliances 
obiect was Dp 
The 


ince ai 
eservy ¢ 
Ich iN, 
} ] 
is Ne 
es be wl 
a interpre aiion 
Doctrine 
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criber to 
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United States exercised a special 
inilucnce :n the Western Heini- 
sphere. The Latin-American coun- 
tries may nave a different under- 
standing oO! the balance of pow ci 
than we have and warmer feeting 
toward l.. 
For tiuis 

never beer 
claim it 


device perfection 

claimed. Nor do I 
iow. it Goes not guar- 
antee that absolute assura::ce 
against wer that is desired by 
Uispians, It recognizes the human 
race tor Wuiat 1t is and takes note 
of the potentialities and limita- 
tions of inankind. It assumes taat 
in the un-o'di::g of tyme there witli 
arise amibidoOus and unscrupulous 
rulers wi0, oppo:rtuniiy being oi- 
fered, will embark axsression 
and conquest. It was io restrain 
such men tiat a balance of power 
was dee.ned necessary. As to ine 
relative merits oi this mecianism 
veisus a realiv eifective worid or- 
ganization, I offer no argument. I 


has 


Oil 


do afiirm, however. that since no 
such eifective inteinational au- 
thority existed the balance of 
power should not have been ue- 
stroyed. 
II 

Atay rate, my thesis tonight is 
that it is 1n the interest of inis 
country, and of all other peace- 


and freedom-loving countries, to 
restore the balance among nations 
that was so improvideitly de- 
stroyed. In support of this tiesis, 
permit me tc propose a siinple 
question. Suppose tnat as the war 
drew to a close, we haa offeied 
Mr. S alin whatever he wanted. 
What would he nave been likcls 
to request’ 

| sunpn.it that his answers wouid 
have been bout as follows: 

(1) Destruction of Gerinaiiy, so 
that tney mignt communize that 
state and acnieve ineir objective. 
in Westein Surope and in tne Bel- 
kans whcre for years tne German: 
and Britis; had blocked them. 

(2) Desttuction of Japan, so tiat 
they might achieve their aims in 


the Far East, which for years the 
Japanese had blocked. 

(3) 4 emobilization of our own 
powerful military estabiishment 
lest we raise eitective oojectiviis 
to the ccurse which they intended 
to pursue in very practicai tenis 
which they understand and re- 
spect. 

(4+) Disclosure of the secre: ot 
the atom: bomb in circuwnstance: 


where they could build up a 
stockpile of bombs while we we: 
foreclosed doing so 


irom 


I hepe you will not regara 


outline ot Stulia’s presumaple i 
quests as evidence of a ciose per- 
sonal intimacy between us, ana 


thet n:y Americanism wiii not b 


Supnjyect 10 siniS er } JULAaO! dy 
the admission on y parl tia 15 
views as to what Stzlin mignt have 
wanted are based in pirt on reau- 
ing scme oOo} his writings. 

Well, with childisn faith and 
quite unmindiul of tre conse- 
quences, we granted Mr. Stalin 
three out of four of these requests. 
We cestroved Germany and thus 
opened Up that country and its 
former sphere of influence to 


Russien infiltrat in Western 
Europe and in the Balkans We 
destrove? Japan and thus opened 
up that part of the world to Rus- 
Ssla’s aggressive designs We 
demob: lized Our powertul military 


1On 


establishment. One request, how- 
ever. we have not cranted To 
the lasting credit of that great 
and patriot Americen, Bernard 
M. Baruch, we did not hand the 
Russiens the atom bomb on a 
silver platter. 

In a wort ya ] tates 
essential to esti ( tie 
balance ver upo two con- 
tinents. act vhic ere hig! 
favorable to tne ] pcrialistic 
intentions of Russian comimu 
To tre cool-headed an killful 

anipulati« s O Our Cal latir 
former ally, we innocently re- 
sponded in exactly the way they 
wanted usto. Thus e have bee! 
-uchere into a_ position § fro 
which cnly clear thinking, wise 





judgment and prompt and force- 
1ul actlon Can extricate us, snort 
of a third and catastrophic war. 
We were right, of course, in 
defeating Germany and Japan 
and in destroying Hitler and his 
Nazis and the Japanese war lords. 
Under vicious and unscrupulous 
leaaership, they had embarked on 
ruthless conquest, threatening our 
OWn national security. 


Our mis- 


take is not in defeating Germany 
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and Japan, but in reducing them 
to a couaiticn of complete im- 
potence, These two nations, in 
the West and in the East, respec- 
tively, had ior years constituted 
effective barriers to the imperial- 
istic advances of Russia. When 
their restraining influences on 
Russian ambitions were removed, 
we were faced with the alterna- 
tives either of sitting idly by and 
accepting Russian exploitation of 


err 
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Proof? You bet 
sales. During the first six months of this year, Old Gold 


sales were the highest in history 


years of it. 


That’s why, when we say 


of a treatment, smoke Old Gold” 


these areas, or of offsetting by 
our own economic and mititary 
resources the Russian pressure to 
fill the vacuum created by the 
destruction of Germany and 
Japan. 

Why and how we abandoned 
all iaeas of negotiating peace and 
embarked on the course of total 
destruction of Germany and Japan 
will some day prove a fascinating 
chapter in history that I can only 
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record-breaking 1949—and still going up. 


to blend that tobacco into what we 
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here. 
decision seems to have been made 
rather casually at the 1943 Casa- 
blanca Conference where the doc- 
trine of “unconditional surrender’ 
first announced. 
the merits of that doctrine as a 
military slogan, it had far-reach- 
consequences on 
To Germany we administered this 
prescription 
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Underwriting of Finance 
Company Securities 


By PAUL C. 


KIMBALL* 


Sills, Fairman & Harris 
Investment Bankers, Chicago, Il. 


Specialist in field of finance company underwriting explains 

procedures and problems connected wiih new offerings of 

securities. Cites cases of offerings of convertible debentures, 

preferred, and common stocks, and importance of common 

stock leverage. Descr.bes provisions of underwriting agree- 

ments and impact of personal income taxes, and gives advice 
to concerns seeking underwriting. 


Public underwriting of securi- 
ties is my way of making a living. 
I find it a most fascinating job. 
Each underwriting poses a new 
problem. 
Thereisno 
fixed paitern 
for setting up 
an issue of 
securities to 
be sold to the 
public. Even 
when we are 
preparing the 
second or 
third offering 
for the same 
company, we 
cannot always 
use the same 
formula for 
defining the 
issue, or the price, or the costs. 
This is because our economy is 
dynamic, and because there are 
many phases of it that affect your 
customers, your costs, and your 
earnings, and shifts occur with 
startling rapidity. These influence 
every other business too and, of 
course, the market for securities. 


Paul C. Kimball 


Because I like my work, I am 
happy te have this opportunity of 
telling you about it. Of a great 
many public offerings, most of 
them in the industrial field, I have 
originated and sold to the public, 
in the last five years, seven offer- 
ings of securities for finance com- 
panies. Each of the companies 
was a small one when we did its 
first financing, even as most of 
your companies are considered 
small in relation to, say the top 10 
companies in your industry. These 
public offerings covered _ just 
about the whole field of public 
finance. We sold to the public 
subordinated debentures, convert- 
ible preferred stock, preferred 
stock, class “A’’ common stock, 
and common stock. All of the 
offerings were successfully con- 
summated. Each offering, how- 
ever, was a problem in and of 
itself. 

The handful of large established 
finance companies operating on a 
national basis has no more trouble 
raising funds from the public than 
large public utilities, or large 
businesses in general. Their costs 
would be comparable, and the 
yield on their securities roughly 
the same. 

This morning, however, I pro- 
pose to talk about the public sale 
of securities of the smaller finance 
companies, although I know that 
there are present representatives 
of the very large companies in 
-your field, such as C. I. T., Com- 
mercial Credit, Associates Dis- 
count and Walter E. Heller, for 
your needs for additional capital 
funds are real and urgent, and 
my experience tells me that most 
of you are uninformed in this 
field—-and just a little bit afraid 
of investment bankers as a group. 

In going to the public for funds. 
through the sale of some type of 
security, you are competing for 
dollars against such companies as 
American Tel. & Tel., du Pont. 
General Motors, Radio Corpora- 
tion, Standard Oil, U. S. Rubber. 


*An address by Mr. Kimball before the 
Convention of the Commercial Finance 
Indus..,, sponsored by the National Con- 
ference of Commercial Receivables Com- 
panies, Inc., New York City, Oct. FZ 
1950. 


Pennsylvania Railroad, the Fed- 
eral Government, 48 states and 
their political subdivisions, the 
major commercial banks, and the 
several thousand other issuers of 
securities in the listed and over- 
the-counter market. The pubiic 
with money to invest is going to 
determine where and in which of 
these securities its money is going, 
on the basis of safety of prin- 
cipal, yield, chances for capital 
gain, and other related factors. 
Admitting this, we accept the 
basic fact that selling securities 
of any new issuer is a real sell- 
ing job. To do a successful job, it 
is necessary for the underwriter, 
at the time a new issue is being 
prepared, to steep himself in the 
history of the industry and the 
particular company whose securi- 
ties are to be sold. In our case, 
we pay particular attention to the 
capacity, ability and integrity of 
the management. We consider 
this even more important than the 
historical record of earnings, the 
potential earnings of the business, 
or the balance sheet. 


Finance Company Securities 

Quite frankly, finance com- 
pany public offerings are among 
the more difficult ones to sell. It 
is much harder to build 
“romance,” as we call it, or “sex 
appeal” around a company that is 
factoring or lending against com- 
mercial paper or inventories, than 
around an assembler of television 
sets, or a public utility, or a 
manufacturer of pencillin or some 
other ‘“‘wonder drug.” The buying 
public really knows very little 
about your activities and how you 
make your profits. What impres- 
sions they do have, I find, have 
come from reading the ‘‘Merchant 
of Venice” in the grade schools. 
We have found a pronounced prej- 
udice in a great many large New 
York Stock Exchange member 
houses, and other’ brokerage 
houses, against securities, listed 
or unlisted, in any kind of fi- 
nance company. The same kind of 
prejudices, we also find, in many 
other brokerage houses against 
shares of distilleries, breweries, 
and cigarette manufacturers. Our 
own experience, however, has 
shown that this prejudice is ill- 
founded and can be overcome. 

We find that selling finance 
company securities requires a 
hard-hitting educational program. 
Many of you know the educa- 
tional job that preceded the sale 
of the first subordinated deben- 
tures of companies in your field 
to the major insurance companies 
some seven or eight years ago— 
and you know too that many 
large insurance companies even 
now are still feeling their way 
and have not yet taken the same 
constructive position, with respect 
to the purchase of your sub- 
ordinated debentures, as The Mu- 
tual Life Insurance Company of 
New York, whose Vice-President, 
Mr. Silloway, has given such an 
excellent talk on this very sub- 
ject. 

We like the industry. We like 
its performance record and the 
way its securities have acted in 
the general market. We believe 
yours is a “growth situation”, and 
that its function in the American 
economy is aS a source of sec- 
ondary bank credit. Its task is 
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constructive. 
perience, 


From my own ex- 
I know that many of 
the largest businesses in their 
field in the United States today 
developed their productive facili- 
ties, their sales volume and their 
ability to get unrestricted bank 
credit now, 
of companies like yours who fac- 
tored for them, or extended them 
credit on their commercial paper, 
their inventories, or their cnat- 
tels. 

There are three general classes 
of securities that investment 
bankers sell to the public: Bonds 
or Debentures, Preferred Stock 
and Common Stock. 

Bonds or debentures sold by 
finance companies, unlike those 
usually sold by an industrial firm, 
are generally subordinated to 
bank loans. There has been a 
growing trend for these securi- 
ties to be sold privately to insur- 
ance companies, fraternals, or 
other large investors. I hasten to 
say that the investment banking 
fraternity would like very much 
to participate in negotiating these 
private placements. We are glad 
when we can, but direct negotia- 
tion between borrower and lender 
is becoming more and more the 
rule, and we do not propose to 
waste our energies fighting this 
trend. Occasionally, however, 
when market conditions are right, 
convertible subordinate deben- 
tures are sold to the investing 
public and, upon conversion, the 
debentures become part of the 
permanent capital of the business. 


Most Uusual Offerings of 
Finance Companies 


The more usual public offerings 
of companies like yours are in 
terms of convertible preferred 
stocks and common stocks. How- 
ever, preferred stock issues, like 
subordinated debentures, are 
sometimes placed privately. A 
straight preferred stock, as such, 
with a fixed retirement formula 
to make it saleable, is not recom- 
mended for finance companies, 
except as an expedient during a 
particular phase of the market. 
The capital obtained by this kind 
of a sale must eventually be re- 
placed through a new issue. When 
preferred stock, however, is sold 
with a convertible feature, normal 
growth usually causes the under- 
lying common stock to pass the 
preferred in market value, with 
resulting conversion making the 
capital permanent. 

The sophisticated purchaser of 
convertible preferred stock cal- 
culates that such an investment 
in a preferred equity protects his 
capital against dissipation by 
management, provides a definite 
plan to return to him his pur- 
chase dollars at a future date 
through a retirement program, 
and insures a dividend yield com- 
mensurate with the risk. In addi- 
tion, he has a call on the common 
stock—the ultimate recipient of 
all the profits generated by the 
pyramided_ financial structure, 
over the length of the conver- 
sion covenant. For this right, he 
is paying a fair premium. 

May I illustrate just how this 
works by telling of an offering I 
handled in 1945. This finance 
company, which we will call Com- 
pany “A’’, wanted to raise $500,- 
000 or more of equity money. It 
had some 90,000 shares of common 
stock outstanding, with enough in 
the hands of the public to make 
a market at about $7.50 to $8.00 
per share. Earnings for the pre- 
vious three years averaged about 
$50,000 per year net after taxes. 
and the company was paying out 
the bulk of this each year in 
dividends — 37'%¢ per share in 
1944, and 50¢ per share in 1945— 
on its outstanding common stock. 

Confident of the ability of the 
management, and sure in our own 
mind of the growth possibilities 
of the business, we recommended, 
underwrote and sold 65,000 shares 
of $50 cumulative convertible 
preferred stock at $10.00 per 
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Cope With Inflation — 32-page 
monthly stock digest containing 
data on 20 growth stocks—sent on 
request on your letterhead—Craig- 
myle, Pinney & Co., 1 Wall Street, 
New York 5, N. Y. 


Commodity Prices the Key to 
Stock Market Cycle? — Compre- 
hensive analysis with three-month 
trial subscription to weekly letter 
service sent on receipt of $10 —- 
Anthony Gaubis & Co., 37 Wall 
Street, New York 5, N. Y. 


Distillers Stocks—Brief analyses 
of National Distillers, Distillers 
Corp.-Seagrams, Schenley Indus- 
tries, and Hiram Walker—E. F. 
Hutton & Co., 61 Broadway, New 
York 6, N. Y. 


Electrical Living—Brochure on 
the stories of Electric Power Com- 
panies containing brief analyses of 
Central Illinois Public Service 
Company, Public Service Electric 
and Gas Company, Iowa Public 
Service Company, Boston Edison 
Company, Central Illinois Electric 
and Gas Company, Commonwealth 
Edison Company, Consolidated 
Edison Company of New York, 
Indiana Gas and Water Company, 
Iowa Illinois Gas and Electric 
Company.—A. C. Allyn & Co., 100 
West Monroe Street, Chicago 3, 
Ill. 

Guide to Wartime Controls — 
Weekly letter giving reports, fore- 
casts and necessary background to 
help take advantage of today’s 
opportunities—13 weeks subscrip- 
tion $4.50 — Kiplinger Letters, 
Room 32, 1729 H Street, N. W. 
Washington 7, D. C. 


New York City Bank Stocks— 
Comparison on an analysis of 19 
New York City Bank Stocks as of 
Sept. 30, 1950—Laird, Bissell & 
Meeds, 120 Broadway, New York 
5, N. Y. 


Observations —- Notes on the 
market—Dreyfus & Co., 50 Broad- 
way, New York 4, N. Y. 


Over-the-Counter Index—Book- 
let showing an up-to-date com- 
parison between the thirty listed 
industrial stocks used in the Dow- 
Jones Averages and the thirty- 
five over-the-counter industrial 
stocks used in the National Quo- 
tation Bureau Averages, both as 
to yield and market performance 
over an eleven-year period—Na- 
tional Quotation Bureau, Inc., 46 
Front Street, New York 4, N. Y. 


Steel Stocks — Analysis—Bache 
& Co., 36 Wall Street, New York 
5, N.Y. 


Allied Electric Products, Inc.— 
Analysis—Hill, Thompson & Co., 
70 Wall Street, New York 5, N. Y. 


Amerex Holding Corp.—Memo- 
randum — New York Hanseatic 
Corp., 120 Broadway, New York 
3, ms = 

Also available is a memorandum 
on American Express Co. 


Bond Stores — Analysis—Bruns, 
Nordeman & Co., 321 Broadway, 
New York 7, N. Y. 


Central Soya Co.—Memorandum 
—Dayton & Gernon, 105 South La 
Salle Street, Chicago 3, Il. 


Central Vermont Public Service 
Co.—Analysis—Ira Haupt & Co., 
111 Broadway, New York 6, N. Y. 

Also available is a leaflet of 
Market Appraisal. 


Chicago, Milwaukee, St. Paul & 
Pacific Railroad—Memorandum— 
Eastman, Dillon & Co., 15 Broad 
Street, New York 5, N. Y. 

Copeland Refrigeration Corp. — 
Statistical analysis—Aetna Securi- 
ties Corp.,'111 Broadway, New 
York 6, N. Y. 
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Distillers Corp.-Seagrams, Ltd. 
— Memorandum — Waiston, Hoff- 
man & Goodwin, 35 Wai! Street, 
New York 5, N. Y. 

International Nickel Co.—-Mem- 
orandum—Auchincloss, Farker & 
Redpath, 52 Wall Street, New 
Yorn 5. N. ¥. 

Also available is a men 
on Victor Chemical Co. 


yrandum 


Interstate Engineering Corp. — 
Memorandum—Holton, Hull & Co., 
210 West Seventh Street. Los An- 
geles 14, Calif. 


Iowa Illinois Gas & Electric Co. 
—Memorandum—Smith. Barney & 
Co., 14 Wall Street, New York 5, 
NN. 2; 

Also available 
on Mission 
Skelly Oil. 


Lehman Corp.—Memorandum— 
Ira Haupt & Co., 111 Broadway, 
New York 6, N. Y. 


Missouri-Kansas-Texas — Anal- 
yvsis—Vilas & Hickey, 49 Wall St., 
New York 5, N. Y. 

Also available is an analysis of 
Railroad Income Mortgage Bonds 
and a leaflet of current Railroad 
Developments. 


memoranda 
Philco and 


are 
Corp., 


Montgomery County, Va. — Fi- 
nancial statement—R. J. Bolton, 
Treasurer, Montgomery County, 
Christiansburg, Va. 


National Airlines, Inc.—Special 
review—John H. Lewis & Co., 63 
Wall Street, New York 5. N. Y. 


National Homes Corp.—Memo- 
randum—Kiser, Cohn & Shumak- 
er, Circle Tower, Indiavapolis 4, 
Ind. 

Oilgear Company—Special Re- 
port—Loewi & Co., 225 East Ma- 
son Street, Milwaukee 2. Wis. 

Also available is an analysis of 
Ed. Schuster & Co., Inc. in the 
current issue of ‘“‘Business and Fi- 
nancial Digest.” 


Pantasote Company—Analysis— 
Van Alstyne, Noel & Co., 52 Wall 
Street, New York 5, N. Y. 

Philadelphia Company — Anal- 
vsis—Abraham & Co., 12) Broad- 
way, New York 5, N. Y. 

Reeves Brothers—Memorandum 
—Shearson, Hammill & Co., 14 
Wall Street, New York 5, N. Y. 

Also available is a memorandum 
on A. O. Smith Corp. 

Riley Stoker—Circular—Morris 
Cohon & Co., 42 Broadway, New 
Tore 4, B. FZ. 


Riverside Cement Company— 
Card memorandum —Lerner & 
Co., 10 Post Office Square, Bos- 
ton 9, Mass. 

Shawmut Association 
—Eisele & King, Libaire 
Co., 50 Broadway, Nev 
Bm. ¥:; 

Spencer Chemical Co.—Memo- 
randum—Day, Stoddard & Wil- 
liams, 95 Elm Street, New Haven 
6, Conn. 

Textron, Inc. — Memorandum — 
Joseph Faroll & Co., 29 Broadway, 
New York 6, N. Y. 

Tobin Packing Co., Inc.—Anal- 
ysis—Cohu & Co., 1 Wall Street, 
New York 5, N. Y. 

United States Freight Company 
—Analysis—Stanley Heller & Co., 
30 Pine Street, New York 5, N. Y. 

U. S. Thermo Control—Analysis 
—Raymond & Co., 14% State 
Street, Boston 9, Mass. 

Also available is an < 
Simplex Paper. 

Wellman Engineering —Analysis 
—Bond, Richman & Co., Wall 
Street, New York 5, N. Y. 

Willys-Overland Motors, Inc. — 
Bulletin—A. M. Kidder & Co., 1 
Well Street. New York 5. N. Y. 
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Monetary Policy 





in the 


International Economy 


By M. S. SZYMCZAK* 
Member, Board of Governors, The Federal Reserve System 


Pointing out monetary policy of every free economy should 
pay attention to interrelations between domestic and foreign 
events, Federal Reserve spokesman holds reestablishment of 
international convertibility of currencies is indispensable to re- 
turn to a free international economy based on the market 
mechanism. Calls attention to recent increase in U. S. imports, 
thus easing dollar shortage, and to measures taken here and 
abroad on instruments of monetary policy to curb inflation 
rather than direct controls. Says Federal Reserve is prepared 
to take further action toward inflation control. 


Free nations are closely tied to- 
gether bv commercial and finan- 
cial relations, and the national 
income of each country depends 
to a large ex- 
tent upon in- 
ternational 
developments. 


In order to 
make full use 
of its re- 


sources, a na- 
tion must ex- 
change prod- 
ucts in which 
it excels for 
products 





which are 
more effi- 
ciently pro- 


duced abroad. 
It must attract 
foreign capi- 
tal if its resources cannot be fully 
developed with its own savings. 
Similarly, it must send capital 
abroad if its savings exceed its 
own investment needs. 

The monetary policy of every 
free economy must therefore pay 
serious attention to the interrela- 
tion between domestic and foreign 
events. There is, however, a 
fundamental difference between 
the domestic and the international 
aspects of monetary policy. With- 
in its own borders, every nation 
has sovereign control of its system 
of money and credit, and the 
monetary authorities therefore 
have a unique position in influ- 
encing domestic economic devel- 
opments. But sovereign monetary 
control does not extend beyond a 
nation’s own borders, and the 
monetary authorities can affect 
happenings abroad only by indi- 
rection. 

If, for example, the monetary 
authorities of one country suc- 
ceed in curtailing the expansion 
of domestic credit in order to 
avoid inflationary developments, 
this step will directly affect do- 
mestic investment and _ thereby 
the size of the national income. 
The rest of the world, however, 
will feel only indirect repercus- 
sions: namely, insofar as_ the 
change in national income of the 
country affected will influence its 
imports and exports of commodi- 
ties and of capital. 


M. 


S. Szymczak 


International Effects of Monetary 
Policy 

Monetary policy influences the 
economy primarily through the 
supply of credit. This influence 
can be brought to bear on the en- 
tire economy by changes in the 
rate of interest and in the liquid- 
ity position of credit institutions 
and the general public; it can be 
directed toward individual seg- 
ments of the economy by select- 
ive credit controls. 

Changes in interest rates and 
liquidity—In times of international 
security. the currencies of all im- 
portant nations can be freely ex- 
changed. In such times, changes 
in interest rates and liquidity are 
very important in determining the 
international flow of short-term 
funds. In the present troubled 
times it is easy to forget that not 





*An address by Mr. Szymczak before 
Third Annual University of Florida- 
Southeastern Business Conference, t!ni- 
versity of Florida, Gainesville, Fla., Oct. 
20, 1950. 





so long ago the difference be- 
tween short-term interest rates in 
New York, London, Paris, and 
Amsterdam was a decisive factor 
in the distribution of funds among 
those centers of international fi- 


nance; it was therefore also an 
important tactor in the liquidity 
of the banking systems of the 


United States, the United King- 
dom, France, and the Netherlands. 
Under present conditions it is 


unlikely that investors would 
switch their funds overnight 
from one country to another in 


order to get a slightly higher rate 
of return on their capital. In most 
countries capital transfers are 
subject to the approval of some 
government agency and, of even 
greater importance to their direc- 
tion, are dictated more by political 
fears and hopes than by small 
differences in interest rates. Al- 
most everywhere, people are sub- 
ject to currency devaluation, cap- 
ital levies, or exchange restric- 
tions, not to speak of the danger 
of war or revolution. Hence, in- 
vestors try to find a safe haven 
for their funds even if the interest 
rate there is substantially below 
rates revailing elsewhere. 

In times of severe international 
disturbances, therefore, the in- 
fluence of changes in _ interest 
rates and liquidity on the interna- 
tional flow of investment funds is 
limited. In such times, however, 
both debtor and creditor coun- 
tries pay particular attention to 
palance-of-payment problems, and 
the influence of monetary policy 
upon the balance of international 
payments often overshadows its 
purely domestic effects. 

The doilar gap—Most countries 
other than the United States are 
anxiously watching their current 
balance of dollar payments. The 
main reasons for this anxiety are 


twofold: most countries have 
smaller reserves than would be 
necessary in emergencies; they 


also have an unsatisfied demand 
for American goods, while the 
American demand for their own 


products is limited. This situation 
has become known as the dollar 
gap; namely, the persistent ten- 
dency of many countries to ex- 
perience a deficit in their dollar 
balance of payments. 

Monetary poiicies can do much 
to close that gap. A chronic def- 
icit in a country’s balance of pay- 
ments suggests the presence of 
inflationary tendencies: the public 
has more money to spend than is 
needed to pay the existing prices 
for the goods and services cur- 
rently produced. By eliminating 
excess purchasing power, the de- 
mand for foreign goods and serv- 
ices can be reduced until the in- 
ternational balance is in equilib- 
rium. But there is a serious ob- 
stacle to such a policy: the struc- 
ture of a country’s economy may 
be such that before the demand 
for foreign goods has been suffi- 
ciently reduced, the demand for 
domestic goods will fall so sharply 
as to bring about a severe reces- 
sion. For instance, the reduction 
of purchasing power in a highly 
industrialized country that de- 
pends upon imported foodstuffs 
may lead to serious unemploy- 
ment in domestic industry long 
before there is any appreciable 
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reduction in food imports. In such 
a case, a more fundamental change 
in the country’s domestic eco- 
nomic structure or in its interna- 
tional economic relations may ‘be 
necessary. 

Early postwar efforts to reduce 
the dollar gap—Immediately after 
the war, such changes were needed 
in virtually all countries that had 
suffered severe damage or enemy 
occupation. In those years, more 
reliance was placed on direct in- 
ternational aid, at first through 
UNRRA and then mainly through 
ECA, than on the indirect methods 
of monetary policy. By 1949, how- 
ever, the importance of monetary 
factors had again been universally 
recognized. Inflation had been 
halted in most of the important 
nations, but different degrees of 
inflationary distortions persisted 
in the various countries, especially 
in those where severe domestic 
price and wage controls had added 
to the confusion. It was therefore 
necessary to reduce all these in- 
consistent price and wage levels, 
so to speak, to a new common de- 
nominator. It would obviously 
have been impossible to make fur- 
ther drastic changes in internal 
prices and wages so soon after 
stabilization and so it was neces- 
sary to change the international 
relations of the various price lev- 
els. In other words, it became 
imperative to alter radically many 
international exchange rates, the 
most important of which was the 
rate between the dollar and the 
pound sterling. 

The effects of the exchange ad- 
justments of 1949—You know that 
this was done in September, 1949. 
From that time on, monetary pol- 
icy has been able to resume its 
stabilizing role in international 
relations, At that time, many 
skeptical observers asserted that 
prices had lost their force to de- 
termine the flow of international 
trade. They were wrong: the price 
system started to work as well as 
it ever had as soon as it again got 
a chance to do so. Producers in 
Europe paid more attention to 
their traditional export markets 


after the artificial creation of new 
domestic purchasing power had 
been discontinued and the worst 
distortions in international price 
relations had been eliminated. 
Producers in the dollar area found 
in turn that they could not main- 
tain their inflated export sales 
since the industries in the so- 
called soft-currency areas were 
able to undersell them. 

In consequence, two events took 
place. Our export surplus dropped 
from $5.4 billion in 1949 to an 
annual rate of $1.9 billion in the 
first eight months of 1950—a re- 
duction by almost two-thirds. The 
resulting narrowing of the “dollar 
gap” made it possible for many 
countries to relax their direct con- 
trols, and this relaxation in turn 
increased the significance of mon- 
etary policy. 

The example of Germany—Thc 
countries that were most cncr- 
getic in applying monetary meas- 
ures and in repudiating wartime 
direct controls were the most suc- 
cessful in establishing domestic 
and international stability. For 
instance, such a policy was respon- 
sible for the almost miraculous 
progress achieved in Western Ger- 
many. 

Germany su‘fered more than 
any other major industrial nation 
from the effects of its wartime 
inflation, suppressed by price and 
wage controls of unsurpassed se- 
verity. In 1948 the German Gov- 
ernment, against the anguished 
protests of the adherents of direct 
controls, eliminated virtually all 
price controls and rationing and, 
at the same time, the German 
central banking system used its 
power firmly to avoid a return to 
the over-expansion of money and 
credit. Within little more than 
two years, Germany saw its in- 
dustrial production rise from less 
than 50 to 114% of prewar anc 
its exports increase threefold: Be- 
tween 1949 and the first eight 
months of 1950, its import surplus 
dropped from $1.1 billion to an 
annual rate of $400 million. 

These developments would per- 
mit us to view the future of in- 
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ternational economic relations in 
a very hopeful light if we could 
assume that further deterioration 
of political relations might be 
avoided. 


The problem of convertibility of 
currencies —In the international 
field, postwar monetary policy 
aims primarily at making the main 
currencies of the world again 
freely convertible into gold and 
dollars. As long as the interna- 
tional economic community can- 
not make use of exchangeable 
currencies, international trade is 
as seriously hampered as our do- 
mestic trade would be if we lost 
our cOmmon dollar standard. 
Prices obviously cannot fulfill 
their propcr economic function in 
the iniernational economy if it is 
impossible to tell accurately what 
a price expressed in the seller’s 
currency means in terms of the 
purchaser’s currency. For  in- 
stance, one pound sterling cannot 
at present be freely converted 
into $2.80 although $2.80 can be 
freely converted into one pound 
sterling. As long as this situation 
lasts, a commodity priced at one 
pound sterling will more readily 
find a buyer than one priced at 
$2.80, even though at the official 
rate of exchange the two amounts 
are the same. The commodity 
priced at $2.80 can be purchased 
by people who have dollars, but 
not by those who have sterling, 
while the commodity priced at 
One pound sterling can be bought 
by holders of either dollars or 
sterling. Under these conditions 
the currency asked in payment for 
a commodity is often more impor- 
tant than its price. 


For this reason, the reestab- 
lishment of international conver- 
tibility’ of currencies is indispen- 
sable to the reestablishment of a 
free international economy based 
on the principle of the market 
mechanism. However, convertibil- 
ity can be achieved only when 
the non-dollar countries can rea- 
sonably expect their exports to 
earn about as many dollars as 
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New Issues 


Blyth & Co., Inc. 
Goldman, Sachs & Co. 


Lehman Brothers 


October 24, 1950, 








W. C. Langley & Co. 


(Par Value $100 per Share) 


Price $103.10 per Share 





250,000 Shares Common Stock 


(Par Value $5 per Share) 


Price $30 per Share 





Stone & Webster Securities Corporation 


The First Boston Corporation 


Harriman Ripley & Co. 


Incorporated 


Smith, Barney & Co. 


~ | 


This advertisement is neither an offer to sell nar a solicitation of an offer to buy any of these securities. The offering 
1s made only by the Prospectus. This is published on behalf of only such of the undersigned 
as are registered dealers in securities in the respective States. 


Tennessee Gas Transmission Company 


100,000 Shares 4.64% Cumulative Preferred Stock 


Plus accrued dividends from October 1, 1950, to date of delivery 


Copies of the Prospectus may be obtained from any of the under- 
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What’s Ahead in Business? 


’. F. HUGHES* 
Business News Editor, Tne New York “Times” 


Prominent business editor sees 


lag in bus_ness nexi year occa- 


sioned by higher prices and sharper tax bite on income but 

says rearmament w.li probably take up some of the slack 

before the setback becomes serious. Remarks that rearmament 

tap, however, can be turned on fasier which poses still another 
question only time can answer. 


Business forecasting even at its 
hest must still be called a guess- 
ing game. About the only sure- 
fire forecast in the light of past 
experience is 
that what goes 
up will come 
down, and that 
bust will fol- 
iow boom, and 
vice versa. 

You remem- 
ber. no doubt. 
the taut reply 
of a Maine 
farmer to the 
question of a 
summer visi- 
for who asked: 
“Do you think 
it will ever 
stop raining?” 

Cogitating a 
a bit and moving his quid, the 
Mowneaster grunted: “It always 
has.” 

There is a big difference, of 
course, in who does the business 
guessing. Some of it is just hunch 
stuff. Some is merely theoretical. 
We have been privileged to hea 
informed and practical guesses, 
backed up with facts and figures 
and especially with top business 
judgment, as represented by lead- 
ers in their respective fields. 

In the second pertion of my 
brief talk I will switch my role 
from editor to reporter and sum- 
marize the findings of this panel 
Right now I will strive to place 
my own hazy ideas of the outlook 
before vou. They are hazy ideas 
because we must consider what 
a “guns and butter’ economy, 
means. It is all-out for guns, but 
in a limited way. It is not all-out 
war. That's what makes the an- 
swers so hard to find. 

The simplest way to do our 
guessing, I suppose, is to try and 
figure: (1) what might 
do without benefit of the re- 
armament program. and (2) how 
rearmament should affect busi- 
mess developments. 

At the turn of the year, busi- 
mess forecasters as a rule were 
fairly certain of a good first half 
and somewhat dubious of the sec- 
ond six months. The reasons were 
on the obvious side. Building and 
automobile and appliance sales 
would not keep booming forever 
and capital expenditures (what 
industry buys in new plant and 
equipment) were already showing 
further declines from the 1948 
peak. 

However, there had been a good 
recovery from the so-called in- 
ventory scare of early 1949. Wor- 
ried producers, seeing stocks grow, 
had cut back production sharply 
in that scare. The Federal Re- 
service index of industrial pro- 
duction slumped 34 points from 
Wovember, 1948 to July. 1949. 
Overall output, therefore, sagged 
by 17% in that period. 

Then it was discovered that, 
while manufacturers and business- 
men generally were scared, the 
public was not disturbed much 
and just went on buying. This 
verified the findings of the Survey 
of Consumer Finances sponsored 
by the Federal Reserve Board and 
conducted by the Survey Research 
Center of the University of Michi- 
gan. The survey, released earl, 
in the year, flashed the green ligh‘ 
for business. Retail sales held to 
an even keel while industry was 
slipping. Residential building 
pushed ahead. 


C. F. Hughes 





business 


*A statement by Mr. Hughes, at a 
panel discussion on “‘What’s Ahead fo: 
Business?” Bostcn Conference on D's- 
tribution, Boston, Mass., Oct. 17, 1950. 


After the inventory scare in the 
spring of 1949, production siarted 
to cliinb in the summer and now 
is above all peacetime levels and 
headed towards the wartime 
peaks The Sevntember index 
reached 213, the highest since 
Juiie, 1945. 

But quite a piece of this recent 
upturn can be charged to another 
scare. Last year tor a while in- 
ventories looked too big. When 
war started in Korea, they looked 
too small. Scare buying surged 
against retail counters and in still 
heavier waves against industrial 
suppliers. 

However, it is decidedly worth 
bearing in mind that the jump 
in business and prices came _ be- 
fore Korea. Thus, wholesale prices 
in the BLS index climbed three 
points in May from 152.9 to 155.9 
after holding quite steady for a 
year. Building starts in the same 
month of May passed the 144,000 
mark. 

Before 
abandoned 
strategy of 
years and 
orders and 


or 


Korea, had 


strike 


retailers 
their buyers’ 

the previous three 
jumped in with fast 
quick confirmations 
when the fall season opened in 
wholesale markets. They evi- 
dently were convinced that early 
prices would be the lowest prices, 
ind that goods in hand were worth 
lots more than those in the bush— 
because you can’t sell ,what you 
havent got. 

Inflationary forces, steamed up 
by the tremendous money and 
credit supply, were in the saddle 
before Korea. Business loans made 
a postwar peak after the decline 
of 1949. Consumer credit reached 
new heights. Productivity was 
gaining, but not enough to match 
the increase in money. Specula- 
tion was fairly restrained in se- 
curity markets, but in June, just 
before Korea, the year-long rise 
on the exchange topped the 1946 
peak. 

The look of things before Korea 
and rearmament, therefore, was 
somewhat on the order of a final 
inflationary splurge which might 
climax, perhaps, early in 1951, un- 
less prices were readjusted and 
further wage increases curbed. 
This is just a theory about busi- 
ness possibilities ex-rearmament. 
Korea, of course, intensified the 
influence of inflationary factors. 

The scare buying of consumers 
before credit controls were 
clamped down, sent sales soaring. 
They have since subsided and 
there are several theories about 
trade prospects for the rest of the 
year. One holds that some _ busi- 
ness was “borrowed” last summer 
from fall volume. Another con- 
tends that when the full impact 
of wholesale price increases is re- 
flected in retail prices, then there 
will be rebellion in consumer 
ranks. 

Trade _ authorities maintain, 
however, that the final quarter of 
the year will bring a gain of 7% 
in retail dollar volume, due chief- 
ly to higher prices. The estimate 
is for an all-time record in retail 
sales this year of $137 billion. 

There is just a possibility, never- 
theless, that higher prices, higher 
taxes and credit curbs may com- 
bine to dampen the holiday trade 
that is coming up. Wage and sal- 
ary increases in some lines will 
offset these additional charges 
against family budgets. The usual 
tendency, though, is to spend more 
than the extra amount in the pay- 
check. Ten cents an hour means 
$4. a week. The tax rise takes 


$1.80 and higher prices a similar 
sum. Tnat ieaves a net gain ol 
40 cents for the avera-e inuiis.riai 
worker who has been boosteu 
10 cents an hour. 

The full impact of higher prices 
and taxes wall not ce felt untl 
next year. New a:d higher costs 
will be :eflected, then, in retail 
prices. Pay-as-you-go taxes ior 
defense are expected to puta still 
sharper bite on incomes 

In such circumstances, it is dif- 
ficult for me to see how even tne 
pouring of billions into rear 
ment will ofiset the shock to pur- 
chasing power, particuiariy as thi 
is not ail-out war but something 
on 2 10-to-15% scale. 

Curbs on consuier and housing 
credit are already effective. Tne) 
require larger down payii-encs and 
shorter terms of payinent. The 
housing Regulation X is desiened 
to cut down home building by 
one-third, or some 400,CO00 units. 
That would represent a sum of 
more than $5 billion, or one-third 
of the extra appropriation for ou: 
own defense. The consumer credit 
Regulation W will chop off addi- 
tional billions. 

Meanwhile it is not generally 
realized that Federal expenditures 
so far in this fiscal 1951 period 
have run some $2 billion under 
the same period last year and 
that there is even a small surplus. 
Rearmament expenditures wil] 
change this, but they are slow in 
showing up. The $30 billion rate 
for rearmament will not be 
reached, it is estimated, until June 
of next year. 

Over the intervening 
business may lose several of its 
principal boom-time props, chiet 
of which is housing. Consequently, 
some steam may be let out of 
inflation, and it remains to be seen 
whether a slowly applied $30 bil- 
lion for defense will offset the 
chops we are making in civilian 
supply. After all, $30 billion rep- 
resents only 12% of our gross na- 
tional product. 

My conclusion is, therefore, that 
inflation will be curbed in coming 
months, that there will be a 
in business next year and 
rearmament will probably 
up some of the slack before 
setback becomes _ serious. The 
question is whetner 12% will do 
the job. The tap, however, is one 
that can be turned to run faster. 
Where this would leave us is an- 
other question which only time 
can answer. 

Now let me move over to the 
role of reporter and try to give 
you the highlights of this panel 
discussion as I see them. This is 
the way I would summarize the 
findings: 

(1) Lack of definite information 
about military requirements makes 
a sound appraisal of the business 
outiook rather difficult. 

(2) New curbs on housing cred- 
its have a sound objective since 
they reverse the artificial infla- 
tion of recent years which can be 
placed on the doorstep of the gov- 
ernment. 

(3) Consumer credit has not run 
out of bounds. Its ratio to dispos- 
able incomie is 0.5 as adios. vd 
in 1941. 


(4) Major appliance business 
next year may run 25 to 20% be- 
low the 1950 volume, and that 
would still be good business. 


(5) The textile industry, now 
in stronger hands, modernized and 
streamlined with contacts to the 
consumer, looks ahead with con- 
fidence to the new year. 

(6) Pricing and fiscal matters 
pose grave questions. Moderation 
and expanded prod iction are the 
most effective answers. 

(7) Retail trade should be good 
for the rest of the year, ease in 
the first quarter of 1951 and pick 
up in the second quarter. 

The forecasts in the main, there- 
fore, are on the optimisiic side 
and look to continued high em- 
ployment and high wages as par- 
tial offsets, at least, to high prices 
and higher taxes. 


a- 


period, 


lag 
that 
take 
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This Week—Insurance Stocks 
The resurgence of iniiationery pressures throughout the ccon- 
during the past ten rrortis and particularly since the : orean 
c. isis has .ocused attenticn of fire uncei writers on the rising irend 
cf losses. 

The business recovery from July, 1949 was based to a large 
extent upon ectivity in the fielcs of residcntial building and cuto- 
mobile production, This in turn was financed in large part by the 
use cf governn.ent spcnsored credit arrangements or oiher easy 
credit terms. 

The capacity of these industries to absorb materials is enor- 
mous nd as tre activity in both fields reached record propseruons, 
s'ir vlatine eifects radiateg throughout tre entire economy. Em- 
pioyment increased, industrial activity gained and inventories 
vere rebuilt in .ine with the ircrease; rate of activity in most 
industries. Also there were several important wage ccn-racts 
which were settled at advanced rates or improved social sccurity 
benefits. These conditicns created upward pressures on the price 
structure. 

The pressures were intensified after June 25 when the familiar 
cycle of increasing wages and incre:sing prices cccurred. 

As is usually the case when prices are rising and there is a 
high rate of industrial activity, there Fas been a rising trend of 
fire losses. as compared with those of a year ago. 

A large part of the very favorable underwriting results of 
1949 can be attributed to the fact that the loss exnerience for the 
period stowed considerable improvement over that of the previous 
year. When industrial activity increased, however, and prices 
began to rise, there was an increase in the fire losses. 

This was one of the main contributing factors to the under- 
writing results experienced in the first half of this year. For the 
first six months underwriting operations were less favorable than 
in the reccrd first half of 1949. 

Although fire losses are not the only determinant of the loss 
experience, fire lines do repvresent a substantial portion of the 
business written and losses experienced jn this division of the 
business to some extent reflect the factors at work in the insur- 
ance industiy generally, 

For tiiis reason we present below the estimated fire losses in 
the Unitea States for the fiist nine months of the current vear and 
the ful ycars 1949 and 1948 as prepared by the National Board of 
Fire Un eiwriters. 





omy 


1950 
$58,623,000 
58,340,000 
72,468,000 
61,605,000 
58,765,000 
57,116,000 
52,980,000 
49,878,000 
45,922,000 


1949 
$57,926,000 
62,424,000 
67,218,000 
55,290,000 
54,162,000 
51,787,000 
49,592 000 
50,150,000 
49,673,600 


1948 
$63,010,000 
71,521,000 
74.236,000 
33,751,000 
99,256,000 
54.706,000 
50,955,000 
49,543,000 
49.945,000 


January 
February 
March 
April 

May 

June 

July 
August 
September 


Nine Months Total 
October 
November 
December 


$515,897 ,000 $536.923 000 
51.845,000 
52,949,000 


69,39. ,000 


$498 ,227 000 
49,914,000 
58,116,000 
67,279,000 

$667,536,000 $711,114,000 

As can be seen from the above figures fire losses from the 
beginning of the year have, with the exception of February and 
September, been higher in every month as compared wita the 
corresponding periods of 1949. For the nine months ended Sep- 
tember the loss was $515,897,000 or approximately 3.5% greater 
than the £498,227,000 estimated for the same months of the year 
previous. The totals were still below the record losses of 1948, 
however. 

With industrial activity at a very high level, prices above 
those of last year and inventories higher than for some time, we 
would expect the trend of fire losses to continue to reflect these 
conditions. 

Recent developments cannot be viewed as entirely adverse 
to insurance company operations, however. The reappearance of 
strong inflationary forces has brought the problem of adequate 
rates to the attention of regulatory authorities. And, whereas 
formerly the pressure was for lower rates, many now realize that 
it might be unwise to take such action in the face of recent changes 
in tue price struc.ure. 

Also there is the fact that with prices and values rising, 
additional insurance will be required to provice sufficient cover- 
age. This could mean some gain in underwriting volume as pre- 
hiiunm s are adjusie, to tne higher valuations. 

The expericnce of insurance companies for the remainder of 
this year should be satisiactory despite the recent increases in 
cests. Further upward movements of the general price structure, 
however, could impair underwriting results for next year. 


Twelve Months Total 
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Partial War and | 
Economic Expansion 


By MARTIN R. GAINSBRUGH* 
Chief Economist, National Industrial Conference Board 


Mr. Gainsbrugh’s analysis of economic situation arising out of 
current rearmament program considers both the short range 
and the long term prospects. Stresses effect of war expendi- 
tures on price level and consequential higher governmental 
costs. Estimates total government expenditures, because of 
lower value of dollar, may increase to as much as $85 b.llion 
annually and may not be abated or offset by productivity 
expansion. Holds methods of combating inflation of last war 
will not hold under present conditions, and warns inflation 
comes from higher costs as well as from increased money 
supply. Sees need of studying impact of higher taxes on 
economy. 


The more favorable the sequence 
of military achievement in Korea, 
the greater the stress uvon the 
longer-range, expansive character 
of our arma- 
ment program 
by political 
and military 
ieaders alike. 
In a matter 
of days the 
“peace scares” 
which shook 
both commod- 
ity and stock 
exchanges 
have come and 
g one. ‘The 
staffing of the 
burgeoning 
civilian con- 
trol agencies 
goes on apace. 
The flow of men into military 
service is accelerated, and further 
broadening of draft ages is pro- 
posed. Allocations of steel and 
other vital materials to meet fu- 
ture defense requirements ran far 
beyond the levies of the military 





Martin R. Gainsbrugh 


during the third quarter just 
ended. We are told we stand as 
yet only upon the threshold of 


the economic expansion our par- 
tial war effort will require. 
Typical of the expansive phase 
of official planning is the recent 
blueprint unveiled for the steel 
industry by the Department of the 
Interior. This called for an in- 
crease in capacity of 25-30 million 
tons by the end of 1952. That 
industry had previously proposed 
to enlarge its capacity by about 
10 million tons over the next year. 
This would exceed the increase in 
capacity throughout all of World 
War II. It would almost match 
the drain upon capacity for mili- 


tary. purposes. But the new of- 
ficial estimate now Is that civilian 
demand alone would rise to 120 
millicn tons, while another 5-10 
million tons would be needed for 


the military by the end of 1952 
No official economic model for 
the entire national economy unde: 
a state of partial war or mi- 
peace has thus far been released 
3ut from continuing study of re- 
cent official speeches pieced to- 
gether with testin of military 
and civilian administrators before 


VA 


S¢ 


ony 


Congressional committees, the 
broad ‘outlines of the unfolding 
partial-war economy can be 


traced: 


Short-Range Prospect 

The initial target for defense 
expenditures was set by President 
Truman at an annual rate of $30 
billion by mid-1951. Thus far 
military expenditures since K-Day 
have been no greater than the 
amounts spent in July-September, 
1949. Preliminary estimates for 
the quarter just ended reveal that 
government purchases of goods 
from private industry coupled 
with its military and civilian pay- 
roll totaled $43 billion (annual 
rate). The corresponding figure 





An address by Mr. Gainsbrugh before 
the Sixth Annual Convention of the Com- 
mercial Finance Industry, sponsored by 
the National Conference of Commercial 
Receivables Companics, Inc., New York 
City, Oct. 17, 1950. 


for the third quarter of 1949 was 


$43.2 billion! Indeed the size of 
our armed forces today is still 
no greater, if not less, than it 


was a year ago. 

The slow rate of 
thus far in government 
has led some to believe that the 
early target of $30 billion was 
pitched too high. This, coupled 
with the prospect of decreasing 
resistance or cessation of hostili- 
ties in Korea, has brought some 
analysts to the conclusion that an 
annual rate of $30 billion of de- 
fense spending might well prave 
to be the maximum rather than 
the minimum. 

The converse would appear to 
be more in accord with official 
planning. Expenditures have been 
low primarily because of the lead- 
time required before mass volume 
could be forthcoming in the avia- 
tion, tank, electronics and other 
key sectors of supply. This period 
of building up an inventory of 
“bits and pieces,” of regularizing 
the flow of assembled components 
and of transforming nominal or 
“paper” plant capacity into effec- 
tive arsenals of armament is more 
a matter of months than of weeks. 
End-products would begin emerg- 
ing in a sharply accelerated rate 
only six to nine months after the 
initial expansion of war contracts 
was begun. By mid-summer arma- 
ment output should have risen 
according to current unofficial es- 
timates, to about $35 billion, with 
President Truman’s $30 _ billion 
viewed increasingly as mini- 
mum. 


acceleration 
outlays 


a 


Contributing significantly to 
this upward revision is the emerg- 


ing recognition of the sharply 
diminished command over goods 
and services of the armament 


dollars spent by government. For 
months on end conservative 


spokesmen had warned that tne 
acceptance of large-scale deficit 
spending as a national way of 
life and official endorsement of 
an inflated price level.as “normal” 
would sap the nation’s fiscal 
strength in the event of another 
international crisis. Since 1939 the 
purchasing power of the manu- 
facturers’ dollar spent for raw 


materials has been cut by nearly 
60%. The dollar spent for factory 
labor today commands only 
as much 
prewar.! 


1 9«7 
} ¢ 


labor as did 
Housewives and other 
consumers have grown increasing- 
ly aware that the purchasing 
power of their dollars has also 
been cut almost in half over this 
period. 
Higher 
material 


time it 


labor costs and higher 
costs have likewise 
eroded the government’s arma- 
ment dollar. Preliminary esti- 
mates reveal that the purchasing 
power of the dollars of the various 
defense agencies had declined by 
50% -60% from what they com- 
manded in the material- markets of 
World War II. This means that it 
costs at least twice as much today 
to purchase the identical istru- 
ment of-warfare as it did five 
short years ago—and in some vital 
areas costs are well 





1 See The Conference Board’s 





above this 
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Maps of Industry,” No. 766, Sept. 1, 1950. 
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average for all forms of material. 
As a result initial estimates of de- 


fense spending have been dras- 
tically revised upwards to reflect 
the prevailing cost structure as it 
emerges, even after allowance for 
curtailed profits after renegotia- 
tion, abnormal costs of test and 
pilot models, etc. 


. Longer-Range Defense Program 


Turning next to the longer- 
range dimensions of government 
spending for military purposes 
beyond the immediate Korean 
emergency, we find again no offi- 
cial model or indication of econ- 
omie dimensions. The pattern of 
Washington thinking, however, is 
shaped about a continuing state of 
international tension, of either 
semi-war or semi-peace. Typical 
of the general statement on the 
longer-range program is the fol- 
lowing: “The character of the in- 
ternational threat makes the pe- 
riod of time tor high defense ex- 
penditures indefinite but prob- 
ably a long one.” 

The broad outlines of the long- 
er-range program can be sketched 
again from  unhofficial economic: 
models which the various techni- 
cians in government have built for 
their own guidance. These call for 
about $25 billion-$30 billion more 
for armaments by the close of 
calendar year 1951 than was 
spent in the quarter just ended. 
This would mean about $40 bil- 
lion-$45 billion for direet defense- 
military purposes. That level 
would in turn form the new 
vlateau of defense expenditures 
until international tensions eased 

that period remaining uncertain, 
but spanning at least the rest of 
this decade in some. current 
models. Meanwhile there would 
be an accompanying increase in 
total national output of goods and 
services. As a result the longer- 
range program  is_ frequently 
designated as 10%-15% set-aside 
of gross national product, with the 
emphasis of late upon the higher 
percentage because of. the de- 
creased purchasing power of the 
government dollar. (Gross na- 
tional product in the third quarter 
had already advanced to $282 bil- 
lion, annual rate, as compared 
with $270 billion at mid-year.) 

This longer-range program en- 
tailing an annual commitment of 
$40 billion or more for defense 
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purposes had its initie! origin in 
the dark days when the forces of 
the Uni'"d Nations wer-: steadily, 
yielding ground in Kc-ea. They 
reflected in part an open-end 
commitment, with the contingency 
of similar acts of aggression in 
other soft spots throughout the 
world, the possible entry of China 
into active warfare, the uncer- 
tainty. of supporting action by 
other sympathetic powers in the 
United Nations, etc. The pace of 
mobilization was determined 
primarily by the military and 
state departments, with the im- 
pact of the programs such groups 
advocated upon the strength of 
our domestic economy necessarily 
assuming a secondary position. In- 
creasingly in the period ahead, 
our longer-range cormmitments 
will become subject to more in- 
tensive examination, with pnr- 
ticular emphasis upon the impact 
of the cumulative drain upon our 
national resources of a second un- 
broken decade of unparalleled 
government spending. Already 
the emerging emphasis in some 
quarters upon defense spending as 
an instrument of economic ex- 
pansion suggests that public policy 
here will be vigorously contested. 
Certainly there is little awareness 
among the general public as yet 
that our “unofficial” program 
would expose us to a total cost 
of partial war actually greater 
than the combined outlay for 
World War Il. And yet a decade 
of deficit spending at the so-calied 
ascending plateau of $40 billion 
annually would mean a bill for 
defense some $100 billion above 
the amount spent during 1942- 
1945. 

Two additional aspects of the 
longer-range program can be de- 
veloped to place the proposed ex- 
penditures in historic perspective. 
The first point of stress is that 
the program proposed is additive. 
Despite the soothing slogan of the 
“it’s only 10%” school, the world’s 
biggest business would grow far 
bigger under partial war. Assum- 
ing no expansion Over the longer 
term in the expenditures of state 
and local governments, total gov- 
ernment spending would rise to at 
least $80 to $85 billion annually. 
In 1949, the comparable total was 
about $60 billion, the Federal 


Government alone accounting for 


$41.5 billion. Curtailment of non- 
military expenditures may be 
possible, but it is pertinent. to 
note that Federal expenditures for 
non-military purposes are cur- 
rently running nearly $5 billion 
higher than in 1947-1948 and that 
an increase of $1.7 billion for such 
purposes is indicated in the bud- 
get for the current fiscal year. 
Population pressures alone would 
undoubtedly compel state and 
local governments to _ increase 
their outlays over the decade 
ahead, so that the $80 billion-$85 
billion figure may err on the con- 
servative side. 

The growth in government’s in- 
fluence upon the market place 
through its payroll, its purchases 
from private business and its 
welfare payments is perhaps the 
most significant economic change 
of the past quarter century. Two 
decades ago Federal spending for 
goods and services had barely 
reached $2.5 billion; including 
state and local units, the cost of 
government was little more than 
$10 billion. -A decade later our so- 
cial overhead was approaching $20 
billion, with Federal expenditures 
almost equal to state and local 
outlays. The present decade be- 
gins with the total cost of govern- 
ment in excess of $60 billion. The 
Federal Government is already 
spending far more each year than 
the nation’s annual gross savings, 
including not only all personal. 
savings, but also all business prof- 
its, all depreciation charges and 
all other capital charges combined. 

Under the longer-range defense 
program, the total of government 
spending would rise, as estimated 
above, to $80-$85 billion, closely 
approaching the zenith of World 
War II outlays. At that time gov- 
ernment was the dominant. factor 
in determining the rate of produc- 
tion, investment and consumption 
of an economy at war. At that 
time too, only about half of all 
government outlays was financed 
through taxes. With the increased 
emphasis upon pay-as-you-go this 
time, government would under the 
proposed program spend almost as 
much as in the last war and would 
coHect far more in taxes than it 
did when we were at war. Our 
tax burden is already beyond the 
danger point of 25% of national 


Continued on page 42 
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Mutual Funds 


By ROBERT R. RICH 





Trust Expert Joins 
Wellington Staff 


Edmund A. Mennis, an invest- 
ment trusts expert, has joined the 
staff of Wellington Fund, Joseph 
E. Welch, Executive Vice-Presi- 
dent announced to “Tne Chroni- 
cle” today, 

Mr. Mennis, who is most widely 
known for his work with the 
American Institute of Economic 
Research, was senior author and 
editor of two Institute books, ‘‘In- 
vestment Trusts and Funds From 
The Investor’s Point of View” and 
‘How To Invest Wisely.” 

At the Institute, Mr. Mennis 
had complete charge of the ad- 
ministration of the Investment 
Division, supervising research 
projects in the Investment Divi- 
sion, and had primary responsi- 
bility for direction of individual 
portfolios continuously supervised 
by the Institute. 

Mr. Mennis is a fellow and eco- 
nomics instructor in the Depart- 
ment of Economics of the College 
of the City of New York. 

In 1943, he graduated with dis- 
tinction from the Army Air Forces 
Statistical Officers Course at Har- 
vard University Business School. 

After his war service, he was 
associated with Eastman Dillon of 
New York. 


Distributors Announces 
Monthly Check Plan 

The first “check-a-month plan” 
through which an investor can 
distribute his income over 12 
months within one mutual fund, 
was announced by Group Securi- 
ties, Inc. 

Any Group shareholder can sign 
an order which will instruct Group 
to send him his check monthly 
instead of quarterly. The prin- 
cipal advantage of the plan, it is 
claimed by Group, is that it is not 
necessary to pick mutual funds to 
get this advantage which many 
investors prefer. Instead, he can 
use any of the five Group Funds 
of 17 Industry Classes and achieve 
the desired result. 

In addition, the customer gets 
the following advantages: 

The customer can substitute one 
Group Fund for another whenever 
the dealer and he think it advis- 
able—the dividend date makes no 
difference. 

The dealer doesn’t have to con- 
fine himself to three funds to get 
a check-a-month for his customer. 

Dividends within each three- 
month period are “evened out.” 

Dates of income received 
more regularly spaced. 


are 


Wellington Fund Reports 
$35 Million Increase 

A record of $35,781,201 increase 
in total net assets in the nine 
months ended Sept. 30, 1950, was 
reported today by Wellington 
Fund. The increase, largest for 
any similar period in the Fund’s 
history, boosted net assets to a 
new high of $141,222,903 on Sept. 
30, last, from $105,441,702 on Dec. 
31, 1949, according to the report 
for the quarter ended Sept. 30, 
1950. 

Net asset value per share also 
increased to $18.70 at the close of 
the September quarter from $17.91 
on Jan. 1, 1950. 

Total profits realized by the 
Fund from the sale of securities 
this year to Sept. 30, last, were 
listed at $2,720,679. 

The report gave this summary 
of investment activities: 

“After the outbreak of the Ko- 
rean War your management ad- 
jJusted investments toa semi-war 
economy by increasing common 
stocks in the steel, railroad and 
railroad equipment industries. The 
Fund already held airline, machin- 








ery, metal and motion picture 
stocks, which might be expected 
to benefit by the changed condi- 
tions. While some of these stock 
groups were previously reduced 
earlier in the year, some modifi- 
cation of our program was re- 
quired because changed conditions 
call for a new policy. 

“As rearmament should benefit 
Canadian industries and Canadian 
dollar exchange, your Fund,” the 
report continued, ‘“‘made a sub- 
stantial investment in Internal 
Canadian Dollar bonds. On Sept. 
30 the investment in Canadian se- 
curities totaled $3,773,100. This 
investment proved timely with the 
rise of the Canadian dollar at the 
beginning of October, when the 
Canadian Government freed its 
currency from a fixed rate of ex- 
change. 

“Last summer, when some stocks 
were depressed by fear of curtail- 
ment of materials and the threat 
of excess profits taxes, your Fund 
increased its investment in the 
building, drug, office equipment 
and utility common stocks. An in- 
crease was also made in the auto- 
mobile accessory and oil stocks. 
When the metal and mining stocks 
advanced to new highs, they were 
reduced. Reductions were also 
made in the bank, chemical, elec- 
trical equipment and food stocks.” 

The report stated that currently 
the management believes it is a 
sound policy to maintain a bal- 
anced program in bonds, preferred 
and common stocks with the com- 
mons adjusted to a semi-war 
economy rather than to over- 
weight the Fund’s investments in 
so-called war stocks of lower 
quality. 


Putnam Fund Assets 
At New High 


Total net assets of The George 
Putnam Fund increased to a new 
high of $41,885,000 as of Sept. 30 
compared with $37,995,900 on 
June 30, according to the Trustees’ 
Report being mailed today to the 
15,250 shareholders. Net asset 
value per share increased during 
the quarter from $15.60 to $16.91. 

As of Sept. 30, this 13-year-old 
“balanced fund” had 62% of its 
assets invested in common stocks, 
19% in high-yielding bonds and 
preferred stocks, and 19% in high 
quality bonds and cash. 

The Putnam Fund's largest 
common stock investment as of 
Sept. 30 was in the oils with 7.4% 
of the total Fund, rails 6.9%, pub- 
lic utilities 6.7%, and chemicals 
6.0%. 


Aviation Group 
Stresses Leverage 
The record earnings reported 
recently by one of America’s ma- 
jor airlines adds impetus to Avia- 
tion Group Shares stress on the 
inherent leverage of the fund. 
The Fund reports that, “‘As busi- 
ness volume rises more and more 
above airlines’ break-even points, 
earnings on the common stocks of 
these airlines should benefit 
sharply due to the substantial 
leverage they contain. This lev- 
erage results from a material part 
of their operating expense being 
comparatively inflexible and is 
magnified by the fact that their 
capital funds consist approxi- 
mately of 75% ‘fixed income’ 
senior securities and only 25% 
common stocks. Thus, after in- 
come covers operating expense 
and the return required on the 
‘fixed income’ bearing securities, 
all income over and above accrues 
to their common stock holders.” 


Aviation Group ‘regards the 
most significant characteristic of 
the airline industry as its pro- 
nounced growth trend. Ajirline 
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Diversified Analyzes 
Stockholder List 

A recent analysis of Diversified 
Investment Fund’s stockholder list 
reveals that over one million dol- 
lars of the 19 million dollar Fund 
are now held by corporations, in- 
stitutions, universities, colleges, 
estates and the like. 

Ecclesiastical organizations hold 
$165,000; corporations and part- 
nerships, $130,000; benevolent and 
charitable organizations, $45,000; 
churches, $40,000: homes and or- 
phanages, $32,000. 

According to the survey, more 
than half the shareholders of the 
Fund are women, with men 21% 
of the list, and men and women 
as joint tenants 23% of the stock- 
holders. 


Wisconsin Reports 

Net assets of Wisconsin Invest- 
ment Company totaled $2,739,985 
at Sept. 30, an increase of more 
than $860,000 or 45°4% over $l,- 
879.838 twelve months earlier, the 
quarterly report to stockholders 
discloses. This gain does not take 
into acount $132,124 of cash dis- 
tributions to stockholders during 
the period, Harold W. Story, 
President, pointed out. Holdings 
of Canadian securities were grad- 
ually increased in the third quar- 
ter, accounting for about 12% of 
net assets at Sept. 30. This move 
was made in view of the “im- 
provement in the Dominion of 
Canada’s economic and financial 
position and in anticipation of a 
change in Canada’s monetary 
policy,” stockholders were told. 

Net asset value per share 
amounted to $3.83 at Sept. 30. 


Life Fund Reports 


Massachusetts Life Fund reports 
an increase in total net assets to 
$12,685,431 on Sept. 30, 1950, 
compared with $11,620,195 a year 
earlier. Net asset value per unit 
was $107.56 compared with $103.89 
on Sept. 30, 1949. During the 12- 
month period, the number of 
units outstanding increased from 
111,754.12 to 117,831.59. 

The Fund is operated as part of 
a novel type of investment pro- 
gram combining the principles of 
a trust fund and a mutual invest- 
ment trust. The plan provides 
separate trusts for each individual 
investor, with the Massachusetts 
Hospital Life Insurance Company 
as trustee. The Fund the in- 
vestment medium for such trusts. 

As of Sept. 30, 1950, the portion 
of the Fund's assets represented 
by equities was 46.27%, and by 
protective-type securities 53.73%. 
Of the protective portion, 1.11% 
was in cash and_ receiveables, 
21.48% was in U. S. Government 
obligations and 31.14% was in 
other bonds, loans and preterred 
stocks. 

In the equity 


is 


portion, public 
utility equities were 16.17% of 
the total Fund: industrials were 
21.14%: bank, finance and insur- 
ance stocks 6.89% and railroads 
2.07%. Among the industrials, the 
largest holdings were in _ oils, 
chemicals and retail stores which 
compares with building, oils and 
chemicals at the close of the pre- 
ceding quarter. 
National Investors Reports 
The net assets of National In- 


vestors Corporation increased to 
$20,847,366 on Sept. 30, 1950, from 


... Thursday, October 26, 1950 


$19,069,105 on Dec. 3 
cording to the quarter 
the Company 


1, 1949, ac- 
ly report of 
released today by 
Francis F. Randolph, Chairman of 
the Board. The asset value of the 
Company's Capital Stock on Sept. 
30, 1950, was $10.38 per share, 
which compares with $9.46 on 
Dec. 31, 1949, and $8.59 on Sept. 
30, 1949. 


Broad Street Reports 

The net assets of Broad Street 
Investing Corporation increased to 
$15,124,059 on Sept. 30, 1950, from 
$12,274,764 on Dec. 31, 1949. The 
liquidating value of the Com- 
pany’s Capital Stock on Sept. 30, 
1950, was $18.47 per share as 
against $16.63 on Dec. 31, 1949, 
and $15.36 on Sept. 30. 1949. Dur- 
ing the first nine months of 1950, 
there was a net increase in the 
Company’s outstanding Capital 
Stock of 80,549 shares. 


Keystone Files 
2,525,000 Shares 


Keystone Custodian Funds, Inc., 
of Boston, Mass., filed on Oct. 24 
with The Securities and Exchange 
Commission an offering of the fol- 
lowing certificates of participa- 
tion: 500,000 shares of $1 par 
value, Series B-3: 1,000,000 shares 
of $1 par value, Series B-4; 500,- 
000 shares of $1 par value, Series 
K-1; 25,000 shares of $1 par value, 
Series S-1, and 500,000 shares of 
$1 par value, Series S-4. 


Tennessee Securities 
Formed in Jackson 


JACKSON, Tenn.— Tennessee 
Securities Co. has been formed 
with offices at 105 South Market 
Street. Partners are R. Alexander, 
Ray B. Burton, and C. H. Little, 
Jr. 


H. L. Harris Opens 
Office in Swarthmore, Pa. 


SWARTHMORE, Pa.—Henry L. 
Harris is engaging in a securities 
business from offices at 112 South 
Princeton Avenue, Mr. Harris 
was formerly a partner of Jenks, 
Kirkland & Co., Philadelphia. 
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Periodic Purchase Plans 
Of Mutual Funds 


By WILLIAM I. JOHNSTON* 
Assistant Chief. Division of Securities, State of Ohio 


While asserting periodic payment plans have much construc- 
tive to commend them, Mr. Johnston nevertheless holds admin- 
istrators must weigh questions of their intent and possible 
effects in terms of the investor. Concludes they can be set up to 
avoid penalties which small purchaser cannot anticipate, to 
work to benefit of the industry and avoid more rigid regulation. 


It is a particular privilege to me 
to be with this group of Securities 
Administrators and Representa- 
tives of the great Investment In- 
dustry. I 
shall speak 
briefly of a 
“new” aspect 
of distribution 
of Mutual 
Fund Shares, 
the currently 
offered  peri- 
odic purchase 
plans. 

Theterm 
“new” here, 
of course, 
must be used 





in a_ special vd 
sense, for the Williain I. Johnston 
idea of dis- 


tributing Fund shares on a regu- 
lar purchase basis has been em- 
ployed often in the securities 
industry. I refer now to the spe- 
cific questions suggested by the 
current plans to administrators, 
and thus, ultimately, to the invest- 
ing public. 

The common denominator in 
earlier plans as well as current 
ones, is the investor of small 
means; and all consideration of 
Mutual Fund distribution must re- 
late to this inflexible factor. Many 
earlier plans offered him a true 
installment contract. Definite 
dates of maturity meant to the in- 
vestor a guaranteed cash face 
value, with specific dividend re- 
turns. The chief difficulty to the 
investor was that he was penal- 
ized severely for any lapse in pay- 
ments. If he were forced to dis- 
continue payments before matur- 
ity of the contract, stated cash-in 
values left him automatically 
with substantially less money than 
he had invested. 

Furtherinore, these plans were 
sold in many cases to persons 
whose ability to complete the con- 
tract was in question at the out- 
set. When these conditions ob- 
tained, the question eventually 
was seriously raised whether the 
very solvency of some of the com- 
panies under the plans might de- 
pend upon a high lapse rate. 


The New Plans 

These difficulties are not, I be- 
lieve, inherent in the periodic 
purchase plans now being offered. 
On the face of it, it would appear 
that the new plans are not much 
more than a slightly different way 
of offering the same investment 
trust shares to the same group of 
investors. But a look at the cur- 
rent plans will suggest questions 


of their intent and possible ef- 
fects which administrators must 
consider in terms of the investor. 

With minor deviations, investors 


are being offered two types of pe- 
riodic purchase plans. The sim- 
pler of the two involves the in- 
vestors merely stating his inten- 
tion of investing monthly a spe- 
cific number of dollars. Here each 
payment actually is an individual 
sale—a complete contract upon 
payment and registration of the 
shares. There are no penalties for 
lapses, the regular load being 
taken out of each payment. 

The second general type of plan 
is closer to the earlier contract 
type. Up to 50% of the first 
year’s payments may be withheld 





*An address by Mr. Johnston before 
33rd Annusl Convention of the National 
Associaticn of Securities Administrators, 


Detroit, Mich., Oct. 11, 1950. 





as selling expense, and a definite 
time period, generally 8 or 10 
years, is set up for maturity of the 
agreement. Thus a severe pen- 
alty for discontinuing the plan in 
its first few years is set up im- 
mediately. After the first year, 
perhaps 1% of all other payments 
will be withheld. 


At Whom Are They Aimed? 

I feel that it is quite pertinent 
at this point to suggest this ques- 
tion: At whom are these plans 
aimed? That is, the likelihood of 
the investor’s continuing this plan 
may well have a direct bearing on 
the loading and liquidating charges 
permitted under the regulatory 
laws of Ohio or other States. Let 
us discuss this and allied questions 
a little further. 

It would appear that the first, 
or regular individual purchase, 
type of plan is drawn to interest 
the middle and higher income 
groups in purchasing more mutual 
fund shares. These plans gener- 
ally set up substantial minimum 
amounts for initial and monthly 
investments. They are not con- 
cerned with lapses. The appeal is 
based primarily on the long-term 
advantages of “dollar cost aver- 
aging.” To the investor, dollar 
cost averaging means investing 
regularly equal dollar amounts, 
buying the number of shares 
which current asset values would 
allow. Thus more shares are pur- 
chased when the price is low and 
fewer purchased when the price is 
high. The mathematical result 
over a period of time is that the 
average price paid when dollar 
amounts are invested regularly is 
lower than the average price paid 
when a certain number of shares 
are purchased regularly. 

The second type plan would ap- 
pear to be drawn more particu- 
larly in terms of the lower income 
groups. Minimum initial and 
monthly payments are lower in 
all plans of this type which I have 
examined. Then, too, although 
withholding a large part of selling 
expense from early payments is 
not peculiar to mutual funds, the 
presence of this feature in this 
second plan suggests a fairly high 
expected lapse rate. 


Positive and Negative Factors 

From an economic point of 
view, plans for the regular pur- 
chase of equity shares have much 
to recommend them. Although in 
the words of Beardsley Ruml: “By 
and large, new business is not the 
business of investment trusts,” 
continuing market support by the 
Funds can provide certain sellers 
with funds for new _ ventures. 
Further, the regular and long- 
range aspects of the periodic pur- 
chase plans could mean more or- 


derly marketing of investment 
trust shares. Possibly here the 
plans could help to reduce the 


“churning” or trade-outs of peo- 
ples’ holdings through which 
salesmen have been known to in- 
crease commissions. The idea of 
“dollar cost averaging” is not a 
guarantee of successful investing. 
but periodic purchase plans would 
probably increase its use. Insofar 
as the plans would encourage the 
idea that investment for the mid- 
dle income group is not a trading 
game, but a matter of long-term 
planning, certainly positive re- 
sults would be effected. 

From the Funds’ point of view, 
of course, attracting the small in- 
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vestment dollar through periodic 
purchase plans contributes to all 


of the above named economic 
gains. The $4,000 to $10,000 in- 
come group, furthermore, may 


well be encouraged to participate 
in some of the plans under con- 
sideration. Still small in securities 
holdings, this group has annual 
income about 1'2 times as large 
as the over-$10,000 groups. This 
middle group would likely have 
reasonably adequate reserves for 
emergencies. 

The first of the plans discussed, 
the purely voluntary agreement, 
can serve these proper investors 
without the penalty aspects of the 
old instalment contracts. 

But what of the less-than-$4,- 
000 group? Two-thirds of all our 
national individual income goes 
to such persons. If periodic pur- 
chase plans are drawn to attract 
dollars from these incomes, with 


small minimum initial and 
monthly payments and the ter- 
mination penalties, then some 


serious questions are suggested. 
The second type plan is not, it is 
true, an instalment contract, for 
the shares credited to an individual 
account may be withdrawn at any 
time upon discontinuation of the 
plan. However, with a large part 
of an §8-or-l0-year loading 
charge removed from the first 
year’s payments, the investor is 
“locked into” the Fund tor at 
least half the period of the plan, 
if he is to avoid paying an exces- 
sive loading charge. Thus the in- 
vestor who needs the greatest pro- 
tection against termination pen- 
alties and the accompanying ex- 
cessive loading charges is most 
likely to be subjected to them, 
under the second plan. 

There are a certain group of 
persons in Ohio, we believe, who 
should not purchase investment 
securities under any periodic pur- 
chase plan which involves a def- 
inite time period for maturity. 
They are the people with limited 
means and small opportunities 
whose financial situation may 
change from day to day or from 
month to month. Family illness, 
domestic intranquility and other 
relative problems may cause them 
to demand immediate and prompt 
redemption of their investment. 
To put this group of persons in a 
periodic purchase investment pro- 
gram where they are highly pe- 
nalized because of high selling 


commissions, if and when they 
need their money before their 
contract is fully consummated, is 
unfair from a blue sky standpoint 
and is also economically unsound. 

What, then, are the questions 
to be suggested in a consideration 
of periodic purchase plans? Again 


they tend to spring from this 
question: At whom are they 
aimed? 


Is the initially required invest- 
ment of sufficient size to cause 
the investor to take the plan seri- 
ously? 

How severe are the penalties 
for early termination of the plans? 
If cycles of change in income force 
the investor to terminate his plan, 
must he sacrifice a large first 
year loading charge? 

Will the other shareholders in a 
Fund effectively bear an extra ex- 
pense of operation (i.e., extra 
bookkeeping, legal, report, share- 
issuing expenses)? 

The purely statistical aspects of 
these questions can be developed 
after more experience under these 
plans. However, I believe that 
the penalties which investors of 
limited means have experienced 
under previous periodic purchase 
plans can be avoided at the outset. 

Above all, here is an area which 
would be regulated best from 
within the Investment Trust In- 
dustry. The NASD rules of ethics 
place a definite responsibility on 
the securities industry to sell to 
the investor what he needs and 
can reasonably carry. Periodic 
purchase plans can be set up to 
avoid the penalties which the in- 
vestor of small means cannot an- 
ticipate, to work to the benefit of 
the industry and to avoid more 
rigid regulation. 


F. Aubrey Nash 
With Lester & Go. 


(Special to THe Financia CHRONICLE) 


LOS ANGELES, Calif.—F. Aub- 
rey Nash and Eugene T. Porter 
have become associated with Les- 
ter & Co., 621 South Spring Street, 
members of the Los Angeles Stock 
Exchange. Mr. Nash was formerly 
with Kerr & Bell. In the past he 
was with Wm, L. Burton & Co., 
New York City, and with the New 
York office of H. C. Wainwright 
& Co. and of Stein Bros. & Boyce. 
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Thomas Euper Joins 
Edgerton, Wykoff 





Thomas J. Euper 


(Special to THe FINANCIAL CHRONICLE) 

LOS ANGELES, Calif.—Thomas 
J. Euper has become associated 
with Edgerton, Wykoff & Co., 618 
South Spring Street, members of 
the Los Angeles Stock Exchange. 
He was formerly in the trading 
department of the Los Angeles 
office of Francis I. du Pont & Co. 
and prior thereto was Trading 
Manager in Los Angeles for Cohu 
& Co. 


Gilchrist, Bliss Co. 
Opens in New York 


On Monday, Oct. 23, Gilchrist, 
Bliss & Co., members of the New 
York Stock Exchange, opened its 
office in the new Look Building 
at 488 Madison Avenue, which is 
between 5lst and 52nd Streets. 
The firm consists of the following 
partners: George Gilchrist, Frank 
E, Bliss, Ernest Jellinek, W. W. 
Goldsborough, Jr. Odette Patton 
and Karel Wyzenbeek. 

Formation of Gilchrist, Bliss & 
Co. was previously reported in the 
“Chronicle” of Oct. 12. 


Lamson Bros. Adds 


(Special to THe FrnaNnciaL CHRONICLE) 


CHICAGO, Ill. — Richard M. 
Withrow is with Lamson Bros. & 
Co., 141 West Jackson Boulevard, 
members of the New York and 
Midwest Stock Exchanges. . Mr. 
Withrow was formerly Dixon, I1., 
Manager for Hulburd, Warren & 
Chancler. 
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Octobe: 26, 1950 


HALSEY, STUART &CO. INc. 


s announcement 1s not an offer to sell or a solicitation of an offer 


The offering 1s made only by the Prospeetus 


| California Electric Power Company 


$4,000,000 


| First Mortgage Bonds, 2’s% Series due 1980 | 


Price 99OY%&% and accrued interest 


$2,000,000 


3% Debentures due 1960 


Price 101.297% and accrued interest 





The Prospectus may be obtained in any State in which this announcement is circulated from only such 
of the undersigned and other dealers as may lawfully offer these securities in such State. 


MERRILL LYNCH, PIERCE, FENNER& BEANE 


a 





to buy these securities 


Jue June 1, 1980 





Due October 1, 1960 
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Underwriting of Finance 
Company Insurance 


share, convertible share for share 
into the company’s common 
stock. Share for share conversion 
means the stockholder could, at 
any time, exchange one share of 
this convertible preferred stock 
into one share of common stock, 
regardless of the market price of 
either. Purchasers of these con- 
vertible preferred shares, there- 
fore, had a call on common stock, 
for which they were paying $2.00 
to $2.50 per share over the then 
market for. the common stock but, 
on their investment, were getting 
the same dollar yield as the com- 
mon. 

With the new money in the 
balance sheet. the company ar- 
ranged the sale privately of sub- 
ordinated debentures to an in- 
surance company. were granted 
additional unsecured bank lines 
and. in the next 24 months, with 
the new money and under favor- 
able business conditions, so in- 
creased their earnings that they 
were able to pay $1.00 per share 
in dividends per year on the com- 
mon stock, which then traded at 
about $13.50 to $14.00 per share. 
The 65,000 shares of convertible 
preferred stock, paying only 50¢ 
per share in dividends, were con- 
verted during 1947 into a like 
mumber of shares of common 
stock, with the exception of only 
some 1,500 shares which were 
purchased and retired by the com- 
pany. 

Six hundred thirty-five thou- 
sand dollars of the origina! pre- 
ferred stock offering was thus 
converted into permanent capital 
in the form of common stock. This 
particular company then sold 100.- 
000 shares of $.75 cumulative con- 
vertible preferred stock at $15.00 
per share with share-for-share 
conversion, and two later 
sold another issue 100,000 
shares of convertible preferred 
stock at $15.00 per share, but with 
a $90 cumulative dividend. To- 
day, of the $3 million sold in these 
two issues, only 70,000 shares 
representing roughly $1 million at 
the offering price, are still out- 
Standing. The other 130.000 share 
or $2 million have become 130.- 
000 shares of common stock and 
permanent capital. The company 
this year will probably earn $850.- 
900 net after taxes. reserves, etc. 

You will note that three differ- 
ent times now, they have sold 
common stock, in effect, at a pre- 
mium. Their capital and surplus 
now totals $5,200,000. They have 
214 million of subordinated 
debentures and bank lines com- 
mensurate with their $7!5 million 
of capital funds. We have raised 
for Company “A”, through the 
éale of convertible’ preferred 
étock, a total of $3,650.000 at the 
public offering price. The man- 
agement is extremely happy, all 
of the stockholders are pleased 
with the market performance of 
their shares which are trading 
around the $16.00-$16.50 level for 
both the convertible preferred 
and the common stock, and the 
common stockholders are receiv- 
ing $1.40 per share per year in 
rash dividends. 


years 


of 


Common Stock Leverage 


As they grow, the leverage in 
the common stock increases, in- 
ferest rates on all borrowings go 
down, and sums available  in- 
crease, with more than a relative 
increase in earnings per share for 
the common stock. 

Where earnings 
and the securities 
all receptive to new 
range program such as this can be 
achieved. Dividend rates and un- 
derwriting concessions may move 
up or down to insure a successful 


are sufficient 
market is at 
issues, a long 


deal in terms of the short-term 
market swings, but a2 momentum 
is generated that makes each suc- 
cessive deal easier. 

Because most of you here rep- 
resent small companies—compa- 
nies with net worth below $1 mil- 
lion—-I should like to tell you how 
we sold, in two steps, 10 months 
apart, $1 million of subordinated 
debentures and 87,500 shares of 
common stock, for a total of 
$1,378,750 in new money for a 
company whose president is here 
today. I am speaking of Standard 
Factors Corp. of this city, of 
which Mr. Theodore H. Silbert is 
President. He has graciously con- 
sented to my giving some intimate 
details of the company, in the in- 
terest of forwarding the program 
of the industry. 

At the time of our first offering 
of $750,000 of convertible subor- 
dinated debentures, and 22,500 
shares of common stock, this com- 
pany had $616,800 of 5% deben- 
tures outstanding, held by three 
private investors; $540,000 of pre- 
ferred stock, privately held by 
the same three investors, and $97,- 
900 of common stock. Because the 
principal investor was along in 
years, it was considered desirable 
to make a market on the com- 
pany’s common stock, to protect 
its very existence in the event of 
his death, concurrently with the 
raising of funds for the company. 
Standard had an average net after 
taxes, for the three preceding 
years, of $51,000. 

By making the debentures con- 
vertible into common _ steck on 
the basis of 200 shares of common 
for each $1,000 debenture ($5.00 
per share for each share of com- 
mon), the deal was most success- 
ful. The market at that time was 
receptive to a 4°%4% debenture 
with a good conversion, an annual 
redemption schedule, and the usual 
with respect to asset 
and interest coverage. Here again, 
we sold a security with a call on 
the common stock of the company. 
Book value of the common stock 
was a scant $1.00 per share at the 
time, and the conversion price was 
$5.00 per share. 

As a result of the financing, the 
company was able to grow and 
put this common stock On a cash 
dividend basis. The market for 
the common rose to the conver- 
sion level and, ten months later, 
an offering of $250,000 of the same 
kind of convertible debentures, 
and 65,000 shares of common stock 
at $5.25 per share was quickly 
over-subscribed. Now, some three 
vears later, $365,000 of the deben- 
tures have converted into 73,000 
shares of common steck which is 
part of the permanent capital of 
the company. The company has a 
net worth of $1,730,000 and subor- 
dinated debentures of $1,338,000 
including $750,000 placed _pri- 
vately; and very substantial un- 
secured bank lines. 

Thus, as you see in this second 
instance, we were able to raise 
for Standard directly and indi- 
rectly over $2 million of working 
capital, which is now part of their 
base for short-term bank borrow- 
ings. 

When earnings and/or net worth 
or the market preclude the pub- 
lic sale of subordinated deben- 
tures or convertible preferred 
stock, then the issuer is faced with 
the sale of common stock if he 
really wants to raise additional 
funds. Here I want to make an 
important point: owners of com- 
panies seeking outside capital 
should have a willingness to let 
those who contribute this new 
capital share liberally in the fu- 
ture profits of the business. 


safeguards 
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Impact of Income Taxes 


The impact of personal income 
taxes and the trcatment of losses 
and gains, both short and long 
term, as they affect individual in- 
vestors, have changed the measure 
of what may be called a satisfac- 
tory money return. Today inves- 
tors who contribute capital to 
your business want a share of the 
increased profits their contribu- 
tions have produced. In any pub- 
lic financing, be prepared to give 
up a part of your ownership in 
the business. 

Finance companies are newcom- 
ers to the equity market. If my 
figures are correct, one of the first 
public offerings by a company in 
this field involved the sale of 5,000 
shares of 7° preferred stock in 
1912, by Commercial Credit Cor- 
poration, That same company, to 
use it as a typical example of one 
of the largest, from published 
data, has averaged. from 1912 
through 1949, 12.3% net after taxes 
per year on its average capital and 
surplus each year. Its peak year 
was 1948, when it earned 23.3% 
on its average capital. The lowcst 
year was 1932, when it earned 
0.63%. Last year the net after 
taxes was just over 17% On aver- 
age capital and surplus used in the 
business. At the current markct 
of between $52 and $53 per share, 
and earning at the rate of prob- 
ably $8 to $10 per share for the 
current 12 months ($4.60 per share 
for the six months ended Junc 
30), the stock is selling at about 
5 to 7 times earnings. ‘“‘Blue Chip” 
stocks were always considered a 
“buy” when they werc selling at 
less than ten times earnings; now, 
they sell at 5, 6 and 7 times earn- 
ings, and are not considered cheap. 
Companies with long and favor- 
able dividend records are includcd 
in this group, many with continu- 
ous dividend records going back 
50 years or more. Smaller com- 
panies without this background 
and stability, obviously sell 
much lower times-earnings basis 
You can see why, therefore, in the 
currcnt market, in competition 
with the thousands issues al- 
ready Outstanding, we are not rec- 
ommending straight common stock 
offerings the account 


On a 


Ol 


for of fi- 
nance companies going to the pub- 
lic for the first time. To illus- 
trate: current published figur« 
for five finance companics. not in 
the top bracket for show a 
net-after-taxes return on equits 
capital of between 9% and 10%. 
At the present market formula, 
shares in these companics would 
be selling for much less than their 
book value, which is anomalous, as 
their book value is what we term 
“money good’’—in other words, 
their assets are cash or approxi- 
mately its equivalent. 

We have, within the 
months, recommended and_ sold 
two issues of class “A” common. 
These shares were, in fact, a form 
of convertible preferred stock, 
carrying full voting rights and 
cumulative dividends of between 
7% and 10%, plus a participating 
feature entitling holders of the 
shares to the greater of the fixed 
dividend or a percentage of the 
net profit of the company after 
taxes. Does that sound very high”? 
Our investigation shows it to be 
about in line for yield with good 
common stocks in good finance 
companies, as well as long estab- 
lished industrial companies with 
excellent continuous dividend rec- 
ords. 


size, 


last 12 


The Underwriting Agreement 

As underwriters, we discuss with 
prospective security issucrs all or 
most of what I have just reviewed. 
Having arrived at a plan which 
we think can be carried through 
to completion, we then execute 
what is called an underwriting 
agreement. This is really a memo- 
randum of the basis upon which 
Wwe expect to go out and sell the 
securities. Rare indeed is the un- 
derwriting agreement now-a-days 
that does not have what we call 


“the outs.’ a long list of condi- 
tions, the existence of any one of 
which is conceded as a vatid cause 
for the termination by the under- 
writer of his obligation to sell and 
pay for the securities. The maxi- 
mum underwriting fee or conces- 
sion is defined by statute in most 
states, and under the practical ap- 
plication of the various regulatory 
laws an underwriter may not take 
a principal position for a profit 
until the offering has been com- 
pleted. As the profit is limited, 
the underwriter does not plan to 
“bank” a deal. That is, he does 
not plan to buy the issue and hold 
it for subsequent sale. I think this 
is important for you to remember. 
Investment bankcrs propose to sell 
your securities for you, and not 
buy them from you. Their com- 
mission Or underwriting conces- 
sion for this is rarely less than 
10% and may go as high as 15% 
of the public olfering price of the 
securities, and depending upon 
the size of the issue, the type ol 
securities sold, the earnings rec- 
ord of the company and its size, 
and tne general conditions of the 
securities market. By and large, 
small companies pay more for the 
sale of their securities than do 
larger companies. 
Where an issuer 
his securities in 
there is no need 
offering with the 
Exchange Commission at Wash- 
ington. It is, however, necessary 
to file certain exhibits and appli- 
cations with the State Securities 
Commissioner under the Blue Sky 
Laws of the state in whicn the 
offering is to be made. If the sale 
is to be made interstate, that is, 
in two or more states, the issue 
must be filed with the SEC. Of- 
ferings of $300,000 or less are 
called “Exempt Transactions” and 
require the filing of only a letter 
in proper form with the Securities 
and Exchange Commission, notify- 
ing them the intention to sell. 
A few days after the filing, the 
Securities and Exchange Commis- 
sion gives clearance and the offer- 
ing can then be made. This ex- 
emption does not, however, carry 
over the Blue Sky Laws of the 
states, for qualification must be 
each state where the of- 
fering is to be made. Where the 
total offering price of the shares 
exceeds $300,000 the sale is 
to mace 1n two states Oj 
then the must file a 1regis- 
tration statement with the Secu- 
rities and Exchange Commission. 
Inc'ucing auditors’ fees for certi- 
fied balance sheets, and the for- 
mal jinancial data required in the 
registration statement; legal fees 
for its preparation, printing costs 
and other expenses, total charges 
may range from $15,000 up, de- 
pending upon the work done. If 
an issuer plans an offering so he 
can have his year-end audit pre- 
pared with the offering in mind, 
a substantial saving in auditing 
fees can be realized. This charge 
is in addition to this underwriting 
concession. Therefore, in calcu- 
lating the proceeds of an offering. 
a potential issuer must figure 
these expenses, as well as the un- 
derwriting concession. This often 
makes it desirable to sell $300,000 
of securities, rather than to push 
for $400,000, or in some cascs even 
$500,000. 


plans to sell 
one state only, 
to register that 
Securities and 


O} 
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made in 


and 
De more, 


issuer 


Where a full registration state- 
ment is being filed with the Se- 
curities and Exchange Commis- 
sion, a very keen sense of timing 
and an accurate “feel” of the 
market is vital, for there is usu- 
ally a delay of from four weeks 
to eight weeks between the time 
an offering has been agreed upon 
between the issuer and the un- 
derwriter, and the date when the 
securities can be sold to the pub- 
lic. Part of this delay is due to 
the time required by the ac- 
countants and lawyers to prepare 
the registration statement. and the 
rest is due to a waiting period o! 
21 days during which the SEC 
investigates and reviews the data 
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contained in the registration state- 
ment. This time is not all lost, 
for during this period the under- 
writer gathers what is calied an 
underwriting group, composed ot 
any number of other security dis- 
tributing houses. They, together 
with the principal underwriter, 
are the ones whose salesmen ac- 
tually execute the retail orders for 
the securities. At a previously 
agreed upon date, stipulated in 
the underwriting agreement after 
the SEC has given its release or 
the go ahead sign to sell the se- 
curities, and approval has been 
received from the various Blue 
Sky Commissioners of States in 
which the offering is to be made, 
the issuer receives its money in 
exchange for its securities, and at 
once, I might say, starts plans to 
go through the same process all 
over again. That has invariably 
been my experience. 

I am told, and I believe it to be 
true, that new money is the food 
and drink of your business. You 
must keep getting more and more 
of it into your balance sheets or 
you lose your momentum and fal- 
ter by the wayside. As an under- 
writer, I like this. It means repeat 
business, and we have found that 
successive offerings for the same 
company become easier and easier 
to do. This is particularly true if 
the projected earnings used in the 
sale of securities materialize into 
fact in the months that follow. 


Market Now Unsettled 


At the moment the new money 
market is very unsettled. Credit 
restrictions imposed by the Fed- 
eral Reserve Board and the Treas- 
ury Department, the threat of 
increased corporate taxes and an 
excess profits tax, the talked of 
steep upward revision of personal 
income taxes, and the uncertain- 
ties of raw material allocations 
and war contracts, are causing 
investors to steer away from that 
which is not seasoned and famil- 
iar. Put your companies in shape 
now, for be sure there will come 
a time when you will be able to 
sell securities to the public pro- 
vided you have a good clear cut 
record of growth, a first class loss 
ratio, and an unblemished record 
with your commercial banks. Tim- 
ing is very important. It is even 
possible that 1951 will not be as 
grim as the pundits forecast, and 
that equity money wil! again be 
available as freely as it was, say 
in the Spring of 1946. Sound 
growth companies at that time 
had little trouble in raising ad- 
ditional funds and yours is a 
business whose growth, I believe, 
has just begun. 

In the 
you a lot 


Money 


have given 
of abstract information 
respecting the raising of new 
money from the public, end have 
pointed out some of the difficul- 
ties. 

I will fail miserably in this 
presentation if I do not leave with 
you at least one positive approach 
to the problem. I can tell you, of 
course, that for a rich enough 
concession and with liberal enough 
provisions in your articles, you 
can sell securities even in bad 
markets. In most cases, your cost 
would be disproportionate to your 
gain. 

However, if you are planning 
public financing now, and are in 
the group of companies with a 
capital and surplus of less than 
$500,000, I would suggest that you 
try, instead, to get new capital 
from relations, close friends, or 
business acquaintances — possibly 
even from clients. These people 
know you for a good money mak- 
ing operator. $10,000 here and 
$5,090 there will helo tremen- 
dously in building your company. 
You might even know someone 
who would invest as much as 
$50.000 in a block of five-yeal 
subordinated debentures, if you 
sell them to him at a discount so 
that he can get a worthwhile 
long-term capital gain when they 
are retired. There are such men 


foregoing, I 
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in the high income tax brackets 
who buy this kind of paper. 
Make this a project for 1950-51. 
You can do this without the serv- 
ices of an investment banker with 
the attendant costs. In the event 
you sell debentures, be very care- 
ful to have them properly sub- 
ordinated to your bank lines so 
that they will not be jeopardized. 
If your company is earning ap- 
proximately $100,000 net after 
taxes or better, perhaps you could 
increase earnings enough through 
the use of new money so obtained 
to justify the sale of a Class “A” 
common. See your. investment 
banker and review your plans 
with him. I put it to you that, as 
a specialist in his field, his advice 
will be more valuable than that 
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The Issues 


tom of the manpower barrel but 
the top layer. 

We a.-e« already told that to raise 
our armed forces even to 3 mil- 
lion will require picking over 
the whole labor force from 19 to 
26. The draft authorities will take 
their select material, will be 
tough about deferments, and will 
perhap; go above the 26-age 
group. We should not forget that 
the young people that will be 
drawn into military service dur- 
ing the next decade must come 
from the baby crop of the de- 
pression 30s. They are therefore 
already less than a normal pro- 
portion of the population. At the 
same time, the number of chil- 
dren anu old people that the 
working force is called on to sup- 
port has expanded. 

With the increased demand for 
airplanes, electronic equipment, 
and munitions in general, there is 
a more than proportional stepping 
up in the demand for skilled 
workers and still more for work- 
ers of special skills. This has al- 
ready created a bottleneck in the 
metal taues, transportation, anc 
utilities. With the shortage of 
labor with special skills, we see 
a clear prospect of less than full 
utilization of other types of labor 


that have to be combined with 
the skilied workers in more or 
less fixed proportions. The sec- 


ond efiect is to resort to overtime 
work. ‘This acds to costs and thus 
complicates the inflaiionary proc- 


ess. Furthermore the skilied 
trades are the ell organized 
trades and thus the ones in a posi- 
tion to make the most of lavor 
shortage as a eons of raising 
wage rates. This is often accom- 
panied by strikes or slow-<co..ns. 


Womens labor furnishes no 
such reservoir to draw upon as it 
did in the last war. T. is is pariiy 
because \omen ho were added 
to the labor force then have in 
large nuibers rcmained in the 
labor force under the high eim- 


ployment conditions that obtained 
even be:iore the new military pro- 
gram was launched. A_ second 
reason is that, with the high n.ar- 
riage and birth rate of the war 
and eariy postwar period, a higner 
perceliuase OL Women are now tied 
down with young children and 
unable to increase the labor sup- 
ply even if they wished to. Like- 
wise, surplus labor has been preity 
well drained away from agricul- 
ture. 

The U. S. Emplovment Service 


has just stated that it expects 
shortly to get the number of the 
unemployed down below one mil- 
lion. That would be 1.5% of our 
present labor force and means 
scraping the bottom of the man- 
power barrel as hard as we did 
at the height of World War II. 


You all remember the experience 


of 1947-48. when unemployment 
in peacetime ran about 3.5%. You 
are quite aware of what a very 
low percentage means in terms 


of absenteeism, rapid labor turn- 


over, 


high training expense, and 
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of your lawyer or your account- 
ant, or possibly even your com- 
mercial banker. He specializes in 
his field as they specialize in 
theirs. He knows what is required 
at the moment in the way of a 
security to be competitive in the 
market. Show your investment 
banker what your plans are and 
what you can do with the extra 
money you seekif you get it. 
Maybe you can still do a success- 
ful public offering in 1950. Review 
your corporate structure and see 
that it is simple. Have but one 
class of voting stock, at least to 
beign with, and never forget that 
a 51% ownership of a company 
earning $500,009 is worth much 
more than a 100% ownership of a 


company earning but $200,000 
after taxes. 

Facing U 

generally impaired efficiency. 


Since we are presumably not go- 
ing to be in the condition of actual 
war, wheie the motive of patriot- 
ism can be most fully appealed to, 
the labor-management problem 
will present maximum diificulty. 

This is one aspect of the prob- 
lem of physical production. Its 
other major aspect—availability 
of equipment and supplies—seems 
to me somewhat more hopeful. 
although by no means rosy. Both 
during and since the late war, we 
have done a tremendous job of 
increasing productive facilities. 
This is striking in the matter of 
electric power, which has now 
topped 6.5 billion kilowatt hours 
delivered per week to industries 
and hommes. as compared to a little 
over four billion in the heaviest 
year of World War II. Similarly, 
the much-criticized steel industry 
has been steadily building from 
its war peak of 93 million tons to 
where it is now past 100 million 
in a systematic program that has 
as its goal 110 million tons of an- 
nual ingot output by 1955 or be- 


fore. The coal, petroleum, and 
even aluminum situation are not 
acute, whereas zinc, copper, and 


lead are notoriously tight, and the 
stockpiling program has aggra- 
vated riuther than helped this sit- 
uation. 


Taking our industrial plant ¢s 
a whole, the stimulus of War II 
demand, aided by covernment fi- 
nancing and followed by an in- 


tensive five years of boom condi- 
tions has, broadly speaking, given 
us a plant and equipment that is 
quite capable of utilizing all the 
labor nower that we have in pros- 
pect. Thus the problem is definite- 
ly one of avoiding faulty admin- 
istration of the productive re- 
sources we have. A same 10-year 
preparedness program would not 
be crippled by lack of productive 
capacity. 
Of course, if we are going to try 
pile the whole of high pre- 
paredness requirements on top of 
Our present civilian production, 
we will have an impossible situa- 


to 


tion. But this is not at all neces- 
sary. To an extent as yet unde- 
termined, we shall be substitut- 


ing military production for civil- 
ian production. In many lines of 
civilian supply, we have fat to 
draw upon. 

As you are aware, the produc- 
tion index for the whole of 1950 
has run at very high levels. From 
a low of 180 in February (higher 
than any month in ’49), it rose to 


213 in September (higher than 
any previous month in our his- 
torv). It looks like a safe bet 


that the average for 1950 will be 
definitely above the 1948 previous 
top of 192, and this will be before 
any substantial drain into the fill- 
ing of expanded military require- 
ments has taken place. This 
means that a lot of the recent in- 
creased production has been going 
into equipment and inventories 
for industry. This will put pro- 
ducers and distributors in a posi- 


tion to meet the demands of 1951 
more easily. Likewise, recent 
high production has contributed 
materiaily to satisfying consum- 
ers’ requirements for durables, or 
even, as a result of scare buying, 
has anticipated the normal needs 
of the next few years. 


Finally, it seems clear that 
housing activity will be cut one- 
third to one-half next year, with 
proportional curtailment in the 
market for house furnishings and 
supplies. This will come partly 
from a natural topping out of the 
housing boom but partly from 
the special impact of credit re- 
strictions. So I shall need to re- 
turn to this matter in connection 
with controls. 


Prices, Incomes and Taxes 


Turning now from the outlook 
for physical supply to the ques- 
tion of monetary demand and the 
price results of this supply-and- 
demand situation, it is trite to say 
that inflation is an outstanding is- 
sue for 1951. 


The upward trend of prices that 
we have been in since 1946 and 
the prospect of more violent infla- 
tion from here on stems from our 
policy or at least practice of creat- 
ing monetary purchasing power 
faster than we create goods. Now, 
broadly speaking, what we are 
planning to do just ahead is to 
apply tne brakes to the supply 
of goods available to private and 
business consumers and, to a lesser 
extent, to the government as con- 
sumer. That is, the military pro- 
gram will take both men and ma- 
terials out of the producing 
stream. At the same time, we will 
be applying the accelerator to the 
flow of monetary purchasing 
power. Wage rates are having a 
substantial fifth round increase, 
and more names on the payroll, 
fuller time, and more overtime 
workers will mean more ability 
and willingness to spend, except 
as the stiffening of credit terms 
acts as a partial offset. With the 
price mark-ups that have been 
going on, and the high rate of 
business profits, purchasing power 
in the company treasury or added 
to private incomes through more 


liberal dividend disbursements 
also feeds the available spending 
stream, unless mopped up by 
1axes. 

As it stands, there would ap- 


pear to be an inflationary gap of 
soine $10 billion between the scale 
of exnenditure envisaged in the 
military program and the appar- 
ent tax yield. This sets the prob- 
lem which will confront the 82nd 


Congress when it convenes in 
January. Will it hold spending 
down and bring taxes up to a 
point where we have a balanced 
budget, with its disinflationary re- 
sults? Or will it find itself un- 
able to throttle the spending 
stream down below the $55 or $60 
billion figure and find that in- 
dividuals and _ business’ revolt 


against being throttled with taxes 


that match that amount? My 
guess is that we shall go into 


fiscal 52 with an estimated budget 
deficit of not less than $5 billion, 
perhaps $10, conceivably even 
more. If so, that would mean a 
resumption of inflationary forces. 

I say “resumption” because we 
are probably going to have a tem- 
porary and deceptive lull during 
the next few months. This is a 
very important point both for 
your business planning and in its 
bearing on what Congree will do 
with reference to spending and 
taxing next winter. 

First, let us look at the facts. 
After the slight period of uncer- 
tainty in the spring of ’49, whole- 
sale prices held around the 151-53 
level for nearly a year. Following 
the Korean outbreak, they spurted 
forward to nearly 170 in Septem- 
ber. Since then they have been in 
a sidewise movement, which 
might last for some weeks or even 
months. There may even be some 
decline. The reasons for a tem- 
porary lull in inflation are quite 
plain. One is the normal seasonal 





decline in agricultural prices. 
Meats always go down at this sea- 
son, and so do many other farm 
products. Scare buying has 
abated, and both private and busi- 
ness purchasers who overstocked 
themselves will be temporarily 
out of the market. Furthermore, 
certain lines of industrial output, 
and probably housing, had caught 
up fully or partially with replace- 
ment demand, and producing 
capacities have not yet been 
drawn away in any considerable 
degree from civilian production 
by the expanded military pro- 
gram. 

Here the question of timing is 
very important. And the Govern- 
ment’s position in the short run 
is pretty good. They stepped in 
rather promptly to deflate the 
credit factor in current purchas- 
ing power. They acted with equal 
piomptness in raising tax rates. 
Through both direct and indirect 
effects of these actions, the 
amount of purchasing power be- 
ing put into the market against 
the supply of goods is being held 
down (although it is rising from 
stimulated employment and ad- 
vancing wage rates). This damp- 
ing of buying occurs at a time 
when physical supplies are being 
maintained or even enlarged. 

This condition will probably 
continue pretty much to the end 
of the present fiscal year (that is, 
next June) since actual disburse- 
ment on government orders is 
not expected to rise substantially 
until well into the second quarter 
of 51. The result to the business- 
man of this combination of events, 
although of course differing from 
one line to another, seems to be: 
rising costs of labor and, in differ- 
ing degrees, of equipment and 
supplies; higher taxes; and a flat- 
tened out or more slowly rising 


price level—in general, less profit 
after taxes. 

Turning to the public effect of 
this development, the lag in the 
rate at which actual government 
disbursement will increase, to- 
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gether with the immediate in- 
crease in Treasury revenue from 
increased taxes, will mean the 
practical disappearance of any 
Federal deficit during the present 
year (in which a deficit of over 
$5 billion had been estimated). I 
have some apprehension that this 
may make Congress less willing 
either to hold down on expendi- 
tures or to raise taxes. If so, they 
will be paving the way for larger 
deficits and more extreme infla- 
tion in the latter part of 51 and 
in subsequent years. 


Government Contrels 


My third point must be dealt 
with very briefly. It relates to 
controls by government as a 
means of getting maximum war 
production and at the same time 
avoiding inflationary complica- 
tions. 

People pretty generally are be- 
ginning to feel the pinch of rising 
prices or are becoming aware of 
the deeper dangers of undermin- 
ing the U. S. dollar. A few of 
them would be willing to make 
the fundamental changes of pol- 
icy and practice that would cor- 
rect weaknesses or remove this 
danger. But most of us are un- 
willing to do this. It is so much 
easier simply to shout: “There 
ought to be a law.’ Hence public 
opinion needled Congress to en- 
act a sweeping control act before 
it recessed. This was done in the 
naive faith that because you call 
it a control act, it will in fact re- 
strain or adequately regulate. 
Now they are screaming at Mr. 
Truman and Mr. Symington be- 
cause they have not rushed in to 
erect a vast machinery of control 
agencies, promulgate the regula- 
tions, and demand the reports 
which would bring back the days 
of World War II. 

As 1 said earlier, if we are 
really moving into World War ITI, 
then the quicker we impose tight 


and complete military rule on the 
Continued on page 16 
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M. Scott Stout 
With Morgan & Go. 
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M. Scott Stout 


(Special to Tu. Finincrat Ccrisonicie) 

LOS ANGI ES, Cc lif.—M. Scoit 
Stovt he> becom associated with 
Morgan & Co., 634 So. Spring St., 
members of the Los Angeles Stock 
Exchange. Mr. Stout was formerly 
in the trading department oi ine 
Los Angeles office of Blair, Rol- 
lins & Co., Inc. In the past he wis 
with Walston, Hoffman & Good- 
win and Maxwell, Marshall & Co. 


Stevenson, Ruskin 
With Singer, Bean 


John H. Stevenson, for many 
years Managing Partner of the re- 
cently dissolved Ward & Co., has 
joined Singer, Bean & Mackie, 
Inc., 40 Exchange Place, New York 
City, as Vice-President. Mr. Ste- 
venson, during his 24 years with 
Ward, became widely known in 
the trading fraternity throughout 
the United States. 

Simultaneously Edward Ruskin, 
also formerly With Ward & Co., 
has also been elected as Vice- 
President of Singer. Bean & 
Mackie, Inc. Mr. Ruskin once 
operated his own securities busi- 
ness under the firm name of Rus- 
kin & Hayman. 


With Waddell & Reed 
(Special to THe Financiat CHRONICLE) 
OAKLAND, Calif. — George H. 
Pittman has been added to thie 
staff of Waddell & Reed, Inc. 


Bateman, Eichler Adds 
(Special to TuHe FInaNnciaL CHRONICLE) 
PASADENA, Calif.—Ciharles L. 
Cronk has joined the staff of Bate- 
man, FKichler & Co., 28 North Gar- 
field Avenue. 
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By JOHN T. CHIPPENDALE, JR." 





“Open mouth operations” seem to have taken over in the 
government market as the effective force now in keeping opera- 
tions off balance. Rumors as to what is going to happen to interest 
rates and reserve requirements are flying fast and furious in the 
financial district. Under such conditions, it is not at all surprising 
that operators and investors are not inclined to do more than 
necessary business. Defensive tactics, including short selling, are 
reported to be at minimum because the belief is fairly prevalent 
that present quotations have pretty well discounted the many 
developments which could take place in the money markets. 

The bank issues went to new lows because of the many 
uncertainties that are overhanging them, especially the fear of 
higher reserve requirements. The edging up of short-term rates 
also helped to keep them on the defensive. Nonetheless, rallying 
tendencies have been evident in the eligibles. The Vics continue 
to be the real stable issues, with some price shading appearing 
in the other restricted obligations. Until a top is reached in short- 
term rates or the reserve situation is resolved one way or another, 
there is quite likely to be a lack of definiteness in the governmnt 
market. 

Federal Dampening Loan Enthusiasm 

Federal continues to keep operators in the government market 
on the anxious seat by moving short-term rates up and by making 
good use of “oven mouth operations.” These two torces have 
taken toll particularly in the eligible sector of the market, be- 
cause buyers have largely withdrawn to the sidelines, especially 
in the longer end of the list. The uncertainty which surrounds 
the whole government market is the Central Bank’s way of 
attempting to slow down the strong upward loan trend. By 
keeping short-term rates fluctuating. and in an upward trend, 
Federal is making it more difficult for member banks to’ create 
reserve balances, which are used to make loans. If the Central 
Banks can make it more risky and costly for the deposit banks 
to create reserve balances, there may be a retarding of the strong 
loan trend. 

The tightening of the money market and the keeping of it on 
the defensive means the member banks will be taking losses in 
many instances when they dispose of Treasury obligations in order 
to get reserve balances, which are used for other purposes, mainly 
loans. Raising of reserve requirements would also strengthen 
the position of the Central Banks, because by selective purchases 
of government securities from member banks at higher yields 
there would no doubt be losses, which the deposit institutions 
do not like to take. This should have a restricting tendency upon 
the creating of reserve balances. 

How far will Federal have to advance money rates before 
there is 2 lessening of the demand for loans? This is the $64 
question, but many opinions in the tinancial district seem to 
indicate that only a minor firming from current levels will do 
the trick. In some cases there is the belief that a fluctuating 
short-term rate, remaining more or less in the present area, 
coupled with only intermittent and selective purchases of member 
banks’ securities, will go a long way towards slowing down the 
creation of reserve balances, which are so necessary in making 
loans. 

Fear Psychology Effective 

Open market operations are being combined with “open mouth 
operations” to give the Central Banks two rather effective weapons 
in the current assault against inflation. It appears as though 
the latter, “open mouth operations,’ are even more effective at 
the present time than the open market operations. The govern- 
ment market is so full of rumors about when reserve require- 
ments wili be raised that most operators (aside from Federal) 
are not inclined to take on any issues, because of the fear of lower 
prices, which they. believe would result if reserves were increased. 
The bvsiness of dealers at the moment is being done mainly “on 
orders.” 

Un the other hand, large commercial banks are now concen- 
trating principally in Treasury bills or very short notes, where 
there are investable funds. The uncertainty over reserve require- 
ments is likewise bringing some liquidation, not yet heavy, into 
the eligible 1956 and 1967 maturities. There has also been some 
nonbank-investor selling of these issues. The fear of lower prices 
in these securities if reserves are upped is the answer to this 
liquidation. Although buying of the 1956 and 1967 bank issues 
has not heen very sizable, there has been and still is some impor- 
tant scale buying being done by the out-of-town commercial 
banks, especially those institutions which have savings deposits. 
There is no doubt about this scale buying being continued even 
if there should be a widening of the spread between bids. Some 
of these buyers look upon this weakness in the higher income 
eligibles as a real buying opportunity. 

The restricted issues, except for the last two maturities, also 
gave ground to some extent but were not as shaky as the bank 
obligations, because they continue to have the benefit of official 
support. Nonetheless, the Central Banks are still not inclined 
to take all the bonds offered them, and this goes for the Vics 
as well as the others. 


James J. LeffGo.to Chas. Strickland With 
Be Formed in N. Y. 


James J. Lelf & Co., Inc., will 
be formed as of Nov. 1 with of- 


(Special to THe FINANCIAL CHRONICLE) 


CHICAGO, Ill. — Charles 


American Securities 


M. 


{ices at 50 Broad Street, New York 
City, to act as dealer and broker 
in unlisted securities. Officers are 
James J. Leff, President and 
Treasurer, and M. W. Leff, Vice- 
President and Secretary. Mr. Letf 
was formerly with Torpie & Saltz- 
man. 


Strickland has become associated 
with the Chicago office of Amer- 
ican Securities Corp., 111 West 
Monroe Street. Mr. Strickland 
was formerly Chicago represen- 
tative for the “Commercial and 
Financial Chronicle.” 
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The Issues Facing Us 


economy, the better. But if we 
are fixing for the long pull of an 
economy efficiently organized to 
carry a preparedness burden, I 
think we should go only slowly 
and with great discrimination into 
the area of controls. Didn’t the 
NRA, and the AAA of the 30’s 
teach us anything about the lim- 
ited powers of real economic ad- 
justment which reside in these 
grandiose machines of overhead 
rule in business affairs? Didn’t it 
teach us anything about their vast 
powers of mischief? Didn’t the 
OPA, WPB, and numerous other 
alphabetic agencies of World War 
II give us a bellyful of the delays 
and the costs and the frictions 
that result from remote control of 
our complex and fast-moving 
business process? 

To say this does not mean that 
I am “agin’ the Government” or a 
disciple of laissez faire. Both 
those episodes of socio-politico- 
economic experimentation were 
reasonable and probably neces- 
sary in the crisis situations in 
which they were invoked. They 
taught us a great deal about what 
you can and cannot do in direct- 
ing great masses of human beings 
not under military discipline. 
Let’s not forget these lessons. 

I’ll tell you very simply one or 
two things that those experiences 
teach me. The first is that there 
is a big difference between phy- 
sical controls and value and price 
controls. The second is that there 
is a great difference both in prac- 
ticability and effectiveness be- 
tween the governmental deter- 
mination of great overhead forces 
and the attempt to make minute 
regulation of the terms of personal 
operations and transactions. In 
concrete terms, this would mean 
that the controls already initiated 
over inventories and _ priorities 
can, if applied firmly but reason- 
ably be a very real help in pre- 
venting bottlenecks and easing 
conversion to the lines of produc- 
tion most needed for the kind of 
preparedness program we actually 
undertake. Probably the test here 
will be whether the control au- 
thority can be vigorous but not 
arbitrary in establishing a few 
relatively important limitation-of- 
use orders which discriminate 
sensibly between essential and 
non-essential lines of production. 


While of course our industrial 
system is interrelated in very 
complex ways, it is in my judg- 
ment possible to apply specific 
controls to the flow of materials 
at strategic spots and to initiate, 
strengthen, relax, or terminate 
and abandon them without getting 
mired down in over-minute reg- 
ulation or becoming enmeshed in 
regulation of the whole physical 
process. 

I draw a sharp contrast here 
between regulation of physical 
movement and the attempt to 
regulate the inexpressibly compli- 
cated and largely psychological 
relationships of our price system. 
This, I think, is a quicksand 
which we would be wise to avoid 
unless we are forced into an all- 
out shooting war. Control in this 
area is all the more difficult be- 
cause price relations involve 
wages, and wage _ relationships 
have both contract rigidities and 
political involvements which 
make any workmanlike or scien- 
tific outcome hopeless from the 
start. 

My interpretation of Our past 
experiments in this field leads me 
to believe that a good deal of 
desirable influence on prices can 
be accomplished by direct or phy- 
sical control of materials on the 
one side and central bank control 
of credit on the other side. But 
actual involvement in the price- 


making process reduces the flex- 


ibility of business adjustments, 
which is the thing which we need 
to promote and preserve to the 
greatest extent possible in the 
changing conditions of war pre- 
paredness to which individual 
business operations must be 
adapted. 

Fur.ihermore, controls over the 
price system involve adding an 
enormously costly bureaucratic 
sytem within the govern:ment and 
entail heavy costs of reporting, 
negotiating, and the like on busi- 
ness concerns. I think that if Mr. 
Valentine can keep his Economic 
Stabilization Agency down to an 
advisory rather than an operative 
role, he will have earned the 
gratitude of his fellow citizens. 

As for credit controls. tne pres- 
ent circumstances give us an ex- 
cellent opportunity to learn a new 
lesson in the theory and practice 
of central banking. We showed 
ourselves unwilling to continue 
consumer credit controls at a time 
when they would have served to 
check inflationary pressures be- 
fore Korea. Now the Federal Re- 
serve Board is being permitted 
and even encouraged to use larger 
powers to contract liquid pur- 
chasing power which had been 
unduly stretched. Early evidence 
indicates that in the circumstances 
in which it was applied. this gen- 
eral type of control is quite pow- 
erful. Affected business is yell- 
ing that it is too powerful—be- 
cause it lessens demand for their 
product. Well, that was the in- 
tention. If we are to prevent in- 
flation and shift from civilian to 
military supply, this is one of the 
most — perhaps the most — n.an- 
ageable and etfective means of 
carrving out the national eco- 
nomic policy. It has the great 
merit over price controls that it 
does not freeze market relation- 
ships but can be flexibly adapted 
to changing conditions. 

I hope my comments on the 
current business picture nave not 
seemed gloomy. | believe in fact 
it is a picture compounded of 
sunshine and shadow. But in this 
land of ours, it lies within our 
own power to dispel the shadows 
and to make the light of reason 
prevail. That is why it is of the 
utmost importance that we use the 
present lull—military, legislative, 
and economic—to get se: for the 
long pull. 


Fennelly Director 


John F. Fennelly, partner of 
Glore, Forgan & Co., was elected 
a director of Libby, McNeill & 
Libby, food canners. He fills the 
vacancy on the Board which was 
left by the death of Charles F. 
Glore. 

During the last war. ir. Fen- 
nelly served on the War Produc- 
tion Board. He has been Execu- 
tive Director of the Committee 
for Economic Development and isa 
Vice-President of the Investment 
Bankers Association of America. 


Werner G. Smith, Inc. 


Special to THe Financiat Ct 
CLEVELAND, Ohio—W erner G. 
Smith, Inc., is engaging in a se- 
curities business from oOitices in 
the Union Commerce Bldg. Offi- 
cers are Werner G. Smith, Pres- 
ident: Wademar Meckes, Jr., 
Vice-President and Treasurer; 
Raymond V. Paul, Executive 
Vice-President, and Clayton A. 
Quintrell, Secretary. 


With Waddell & Reed 
NCIAL C: 

PERU, Neb.—C. A. Huck is 
associated with the staff of Wad- 
dell & Reed, Inc., K City, 
Mo. 
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The Impact of Pensions on the 
Economy 


By ROGER F. MURRAY* 
Vice-President, Bankers Trust Co., New York City 


Mr. Murray calls attention to rapid growth of pension funds 

and their effect in increasing demands for available invest- 

ments. Cites growing opinion that common stocks be acquired 

by institutional investors and contends this would be a sound 
development. 


More than 13 months have 
elapsed since the Steel Industry 
Board published its report of Sept. 
10, 1949 disapproving a direct in- 
crease in 
wages but 
commanding 
very highly 
the esiablish- 
ment otf pri- 
vate pension 
plans tu sup- 
plement the 
Federal Old 
Age and Sur- 
vivors Insur- 
ance System. 
We have seen, 
of course, a 
very -substan- 
tial growth in 
o.e@ ns to n 
plans, particu- 
larly in the mass production iw- 
dusiries where hourly-paid work- 
ers had not been widely covered 
by private plans. The past year 
has also witnessed a substantial 
revision in the terms of the Fed- 
eral Olc Age and Survivors In- 
surance System, with correspond- 
ing adjustments in the provision 
made for einployees and their de- 
pendents. 

More recently, the emphasis in 
wage iegotiations has_ shiited 
away from supplementary benetits 
to direct wage increases, stimu- 
lated both by the rising cost oi 
living and by the very high level 
of employment. This may be a 
good time, therefore, to pause for 
consideration of the newly estab- 
lished level of pension fund ac- 
cruals and to visualize some of the 
consequences for the economy. 
Such estimates as we have been 
able to make all support the be- 
lief that there has been a sub- 
stantial permanent increase in tie 
volume of funds seeking invest- 
ment from this source. Our best 
estimate is that the annual addi- 
tions to insured and trusieed pen- 
sion plans will soon be running in 
the neighborhood of $14 billion, 
of which more than half will be 
added to pension trusts. By way 
of comparison, the growth in ille 
insurance company assets, includ- 
ing payments for group and in- 
dividual annuities unaer pensiwit 
plons, is running about $4 billion 
a year. On the other hand, mutual 
savings banks will probably add 
less than $1 billion to their assets 
this year. alia savings and loan as- 
sociations are likely to gain less 
than Sli. billion. 





Roger F. Murray 


The Stability of Institutional 


Savings 
One significant aspect of this 
growth in pension plans is, of 
course, the fact that there has 


been an important addition to the 
large and relatively stable flow 
of institutional funds seeking in- 
vestment. To be sure, the amount 
of pensiun fund accruals wili vary 
somewhat between good years aia 
bad, nui I would expect te total 
to show no greater variation than 
the volume oi lite insurance pre- 
miums. Jt is a very significant de- 
velopinent that even under rea- 
sonably adverse economic condl- 
tions we can expect to have a 
minimum of between $5 and $6 
billion a year of institutional 
funds available for new capiiai 
invesiment. In relation to corpo- 
rate security issues for new capi- 





*An address by Mr. Murray before the 
New England Group of the Investment 
Bankers Association, Boston, Mass., 
Oct. 19, 1950. 


tal oi $6.2 billion in qa boom year 
like 1948, this is a most impres- 
sive figure. 

The continuity of this stream of 
life iusurance premiums and pen- 
sion contributions raises some very 
interesting questions. It challenges 
traditional thinking about the 
function of interest rate changes 
in stimulating or discouraging in- 
dividual savings. Habits, sales- 
manship, and wage contracts, 
rather than the rate of interesi, 
have become the principal deier- 
minants of the size of the stream. 
We have, in short, a flow of sav- 
ings which is high and relatively 
slow to change, while we well 
know that the demand for capital 
continues to fluctuate with the 
volume of business expenditures 
and housing. The management oi 
the public debt under these cir- 
cumstances will be the principal 
element in equating supply and 
demand factors at relatively stable 
rates of interest, It should be ov- 
served in passing that a large vul- 
ume of long-term marketavle gov- 
ernments is necessary to provide 
this flexibility in the institution- 
dominated bond markets. Reliance 
on nonmarketable issues, if car- 
ried to an extreme, would serious- 
ly interfere witn tne functioning 
of debt management i providing 
a balance. 

It is unreal to go too far in this 
discussion, however, without ref- 
erence to the very important 
question of yields. Tne rate of 
return is one of the major cust 
determinants of pension plans. As 
pressure has been applied to en- 
large beietits, it is natural to fiiic 
greater emphasis on reducing pen- 
sion costs by searching for means 
of ruising ine average rate of re- 


turn. A 212% rate on long gov- 
ernments, if widely accepied, 
serves Only to reduce this averaZe. 
The pension tund manager gets 
slim comfort from the thought 


that there will be plenty of high- 
grade bond investmeiuts when he 
realizes that ne will be making 
them either at a 24% rate or atl 
a narrowing spread from tnat va- 
sic rate. 


Trends in Pension Fund Investing 


Such, then, are the rough mag- 
nitudes of the pension fund ac- 
cruals involved, the general situa- 
tion in the canital markets io 
wnich they contribute, and the se- 
rious problem of rate of return. 
What are the resuits? What are 
the new developments? What snall 
we expect in the future? 

In considering the impact of 
these pension funds upon different 
portions of tne capital markets, 
we are, of course, greatly handi- 
capped by the !ack of adequate 
Statistics. We are obliged, tnere- 
fore, to speak in terms of generai 
trends rather than in terms of 
specific amounts. In the case of 
insured plans, oi course, the ix- 
vestmeni activities are merged 
wiih the other operations of the 
lite insurance companies and pen- 
sion Dlans simply serve to enlarge 
the amounts invested. The more 
interesting fieid of study, thnere- 
fore, is the investment operations 
of trusteed pension funds, which 
probavly involve accruals. of 
close to a billion dollars per an- 
num, 

Insefar as I have been able to 
deiermine, trusteed pension funds 
inves. very small amounts indeed 
in reali estaie mortgages or income- 
prvuducing properties. We can fair- 
ly state that they are a negligible 


factor in this highly competitiv 
fieid. The statistics appear to in- 
dicate that pension funds have 
been buyers uf long-term govern- 
ments, but the amounts may not 
be too large on balance. In the 
field of corporate bonds, of course, 
pension funds have been an i:a- 
portant factor as in the past. The 
new development of importance is 
undoubtedly the increase in the 
proportion of pension fund invest- 
ments being made in commen 
stocks. It appears that in every 
part of the country greater em- 
phasis is being given to the use 
of common stcecks, so that it is in 
this area ihat ‘we are likely to 
observe the most important re- 
suits of the expanded volume of 
pension fund activities. 

There are many differenti rea- 
sons given for this trend. If they 
are valid, we should expect com- 
mon stocks to become even more 
important; if not, we may assume 
that we are merely witnessing an 
investment fashion or fad, which 
will follow others into oblivion in 
due course. Some of the less im- 
pressive arguments have empha- 
sized the relative stability of com- 
mon stock prices in a predomi- 
nantly cash market, the cheapness 
of stocks in relation to pook 
vaiues, or the fact that persistent 
inflationary tendencies ought to 
support present prices. Tnese and 
Similar lines of reasoning may ve 
giving undue weight to transitory 
factors or to debatable assump- 
tions as to the future. 

However, I believe that stocks 
are being vurchased, and snouid 
properly be added to pension 
trusts, on the sound basis of the 
vield differential. The relativeiy 
large volume of funds seeking 1in- 
vestmient in evicences of debt has 
distorted the relationship between 
rates of return. It is the function 
of mobile capital funds to take 
aavantage of the disparity. Divi- 
dends adequatcly covered’ by 
established eerning power provide 
a rate of return more than doubie 
the 2!5% basic long-term intercsi 
rate. The practice of dollar aver- 
aging purci.ases so convenient in 
the accumulation of a fund pro- 
vides further assurances tnat tinm- 
ing will not be a handicap to the 
program. invesiments are being 
restricted to stocks of gooa quality 
and speculative situations avoided. 
It seems to me that purchases in 
suitable proportion of high-grade 
common stocks are entirely appro- 
priate, provided the protection of 
dollar averaging is consistently 
obiained. It is indeed impressive 
how investment experience with 
stocks compares with bonds at ine 
present wide ditferential in rates 
of return when account is taken 
of the reinvestment over a long 
period of years of the additional 
income collected. 

In New York the 
has also been made much more 
favorable 10 common stock pur- 
chases. As you know, we used to 
have a ratlier rigid and restrictive 
legal list governing investments 
by fiduciaries. At the last session 
of the legisiature, however, the 
law was rewritten to perrnit in- 


atmosphere 


vestment of up to 35% ot any 
fund in non-legal securities in- 
cluding common stocks. This, of 


course, had no direct application 
to the provisions of pension trusts, 
bui iti wes bound to _ iniluence 
thinking akoult equity noldings. 


Volume of Common Stock 
Purchases 
Thus, I believe the larger vol- 
ume of common stocks being pur- 
chased in pension trusts is a sound 
development and therefore one 
which is likely to lasi. it would 
be very helpiul if we could com- 
pute the volume of sucn purcisases, 


but the information is not avail- 
able. Using rather fragmentary 


data an-{ taking a rough guess at 
the magnitudes involved, we have 
concluded that annual common 
stock purchases in trusteed pen- 
sion plans are currenily at a rate 
between $100 million and $200 
million. 


By way of comparison, 


net sales of open-end investment 
trust shares averaged slightly more 
than $200 million a year for the 
five years 1945-1949 and are likely 
to exceed $250 million in 1950. 

Common stock purchases for 
pension funds may be more im- 
portant than indicated by these 
figures for two reasons. First, the 
shares purchased are rather per- 
manently withdrawn from ihe 
floating supply. Secondly, tncre 
is a presumption that buying will 
continue in good volume even un- 
der auverse conditions, in accorc- 
ance with the dollar averaging 
principle. Thus, we may conclude 
that a stabilizing factor of some 
modest significance has been in- 
troduced into the equity capital 
markets. 

Regularity of income end rea- 
sonable stability in price are 
among the most desirable charac- 
teristics for pension trust common 
stock investments. This naturaliy 
raises the question whether there 
should not be a revival of the 
simple type of class “A” stock. 1 
have in mind the stock wnhicn had 
a preterence as to dividends up to 
a certain amount, after which it 
sharea with the class “B” common 
stock. If the SEC would agree, 
perhaps voting power could pe 
limited to years in whicn the 
preferential dividends were un- 
paid. Without elaborating further, 
it seems to me that investment 
bankers should consider ways aiid 
means of tailoring equity securi- 
ties to this new market which may 
be greatly enlarged some day by 
the addition of life insurance and 
other savings institutions to the 
group of purchasers. 


Pensions as a Cost and a Liability 

The preceding discussion has 
dealt only with the impact of pen- 
sion funds on the capital markets. 
While the results are significant 
and thoughi-provoking, we should 
not forget the cost and liability 
aspects of industrial pensions. in 
the production of goods and serv- 
ices, employer contributions are 2 
cost similar to wages and salaries. 
When tlie bargaining power of ithe 
employee is strong, any contribu- 
tion he ray make is likely to be 
shifted to his employer. Thus, we 
must consider the increases in 
costs which may or may not be 
easily shifted to the public in tne 
form of higher prices. A striking 


illustration has been the United 
Mine Workers’ benevolent funda 
with its increased royalty pay- 
ments. 


The problem of actual or con- 
tingent liability can easily becoine 
very much involved in tecinical 
questions us to vroper treatment 
and full disclosure. The real 
problem in the appraisal of secu- 
rities is to make the proper dis- 
tinction bctween the company 
which is funding its pension re- 
sponsibilities and its competitor 
which has made no provision ‘or 
accrued opligations. There aic 
two separate fields of study: the 
balance sheet or picture of present 
financial strength and the income 
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statement or structure of costs. 
Especially in industries where 
pension patterns have been fully 
established, the provision made or 
to be made is clearly a pertinent 
question in any investment ap- 
praisal. 

Recognition of pensions as a cost 
of doing business raises the ques- 
tion as to whether these increases 
in costs can be absorbed out of 
gains trom improving the effi- 
ciency of the use of all our re- 
sources. If we should fail to main- 
tain such productivity gains over 
the years, or if we piedge them 
over and over again for otner pur- 
poses, there can be only one con- 
sequence in the long run. We snall 
issue too many claims to goods 
and services relative to our ca- 
pacity or willingness to produce 
them. The escape {rom these pay- 
ments is, of course, to diluce their 
value. the familiar process of in- 
flation. 

The record of the past, for- 
tunately, is reassuring, and we 
need not conclude that sucn dis- 
tressing and socially disruptive 


consequences are inevitable. 
Achievement of the necessary 
gains in productivity, however, 


depends upon the availability of 
capital and its most effective ap- 
plication. Investment pankers and 
institutional investors both share 
in the responsibility for achiev- 
inc this objective. 


Almon Hutchinson With 
Kidder, Peahody & Go. 


PHILADELPHIA, Pa.—Kidder, 
Peabody & Co., members of the 
New York 
Stock Ex- 
change an- 
nounce that A. 
L. Hutchinson 
has become 
associated 
with them in 
their trading 
department. 
Mr. Hutchin- 
son will be lo- 
‘ated in the 
Philadelphia 
orfice, igs 
South Broad 
Street. 

Mr. Hut- 
chinson has recently been with 
the trading department of Cohu 
& Co. in New York City. Prior 
thereto he was with H. M. Byl- 
lesby & Co. and Buckley Brothers. 
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Simon, Strauss Partner 


Irving H. Silberfeid will become 
a partner in Simon, Strauss & 
Himme, Savoy Plaza Hotel, New 
York City, members of the Ncw 
York Siock Exchange, on Nov. 1. 


With Del. Fund Distributors 


Delaware Fund Distributors, 
Inc., 52 Wall Street, New York 
City, announce that William J, 
Fry, Jr. has become associated 
with the firm. 
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Municipal Financing of Utilities 


By LINCOLN E, CAFFALL* 


Consultant on Municipal Finance with Wainwright, Ramsey 


& Lancaster, 


New York City 


Mr. Caffall explains main types of bonds issued by communities 

to provide for construciion, extension or purchase of utilities. 

Cites basis and reasons for issuing revenue bonds as against 
general obligation securities. 


Broadly speaking, there ar 
three main types of bonds issued 
by communities to provide the 
capital necessary for the comnstruc- 
tion, exten- 
sion, or pur- 
chase of a 
utility system. 
These types 
are (1) 
eral obliga- 
tions secured 
by the ad vual- 
orem taxins 
power of 
community 
2) genera! 
obligations 
additionally 
secured by 2 
pledge of sut- 
ficient reve- 
nues 5 


Wo = 
gen 


E. Caffall 


Lincoln 
and (3%) 
revenue obligations secured solei; 
by a pledge of the earnings of a 
project. 

The first category—general ob- 
ligations backed by taxing power 
—constitutes the oldest and stiil 
most generally used method of 
obtaining capital for community 
improvements. The issuance of 
peneral obligations for a utility is 
based upon the theory that the 
improvement is of general benefi 
to the community and the prop- 
erty tax is the real estate owner’s 
proportionate share of the cost in- 
curred without’ consideration 
the direct service rendered. 

Many cities in the nation have 
earned highly satisfactory repu- 
tations for the prompt payment o! 
debt over a long period of years 
and, accordingly, could issue gen- 
eral obligations on a suitable basis 
for any reasonable purpose, with- 
in charter or statutory limitations. 
These very limitations—created to 
protect the taxpayer and bond 
purchaser alike — however, fre- 
quentty rule out the use of the 
Zeneral obligation bond for utility 
purposes. This develops from tie 
fact that it is usually considered 
desirable to leave an adequate 
debt margin for other woithy im- 
provements, such as schools, which 
are not revenue producing. 

On the other hand, one reason 
many communities still rely upon 
the issuance of general obligaliovts 
is that usually they are thus under 
mo compulsion to charge rates 
which are in any way related to 
the cost of providing the service 
For instance, one nearby major 
city prefers to have revenues from 
its highly profitable water system 
enter the general fund directly 
and to pay the water debt from 
real estate funds. This system is 
a more or less hidden method of 
keeping the real estate tax down 
at the expense of the water con- 
sumer. 

Along similar lines, the issuance 
of general obligations by New 
York City for utility purposes is 
preferred by the local officials for 
an entirely different reason. Un- 
der existing laws, New York City 
is limited in the amount which it 
can levy each year for operating 
purposes but the tax which may 
be levied for debt service require- 
ments is unlimited. Inasmuch as 
a vast number of the voters in 
New York City are not property 
owners and, therefore, do not cb- 
ject directly to the tax rate, it is 
considered expedient to charze 
rates to have such services as the 
transit system earn only enough 


vl 


*Excerpt from paper presented at the 
Annual Meeting of the Kentucky-Tennes- 
see Section American Water Works Asso- 
ciation and Kentucky-Tennessee Inaus- 
trial Wastes & Sewage Works Associa- 
tion, Memphis, Tenn., Oct. 23, 1950. 


to pay operating and maintenance 
expenses, while the related debt 
service requirements are met from 
the real estate tax. 

The second category of bonds I 
mentioned was general obligations 
also additionally secured by a 
pledge of the utility's earning 
power. This variation of the sim- 
ple general obligation has been 
ceveloped for several reasons. In 
the first place, many communities 
do not have sufficient credit to 
market a comparatively large 
amount of bonds without pledging 
revenue in addition to the real es- 
tate tax. This condition may re- 
suit from any one of a number 
of circumstances or from a com- 
bination of several—for instance: 
a poor debt paying record, or a 
poor tax collection record, or tne 
existence of a large debt issued 
for other purposes, or taxing lim- 
itations too stringent to permit 
paying debt charges and norinal 
municipal operations from the real 
estate tax alone. Secondly, under 
the laws of some States, this 
method will allow the deduction 
of the self-supporting utility’s in- 
debtedness in the computation of 
the debt borrowing capacity. 

While the use of this type of 
obligation is not as widespread for 
water or sewage purposes as either 
straight general obligations or 
revenue bonds, an illustration of 
the higher regard investors have 
for some of the bonds of this com- 
bination type is found in the 
Knoxville Funding 4s of 1937, 
which are general obligations se- 
cured additionally by a pledge of 
net water revenues, and the Re- 
funding 4s of 1959 of the same city 
which are also secured by a pledge 
of the taxes paid by the city’s 
water and electric systems. The 
laiter pledge constitutes essen- 
tially a lien on the net earnings 
cf both systems. In both cases, the 
bonds sell at a higher price than 
the ordinary general obligations 
of the city. 

This cembination type was used 
a few months ago by the cities of 
Bristol, Virginia, and Bristol, 
Tennessee, when they financea 
their joint sewage works program. 

The third type of obligation 
the revenue bond issue—is rapidly 
gaining increasing recognition us 
an excellent vehicle for financing 
utilities of a public character. In 
the purest sense of the term, a 
revenue bond should be delined 
as an obligation secured by aid 
paid from the earnings of a 
public project planned to be fully 
self-supporting from the revenues 
received for the services rendered. 
You will notice that this is an en- 
tirely different basic theory for 
the issuance of debt than the one 
I mentioned earlier in connection 
with general obligations issued for 
utility purpuses. I should add here 
that the term “revenue bond” or- 
dinarily is much more _ loosely 
used and includes any obligation 
payable only from dedicated rev- 
enues regardless of the source. For 
instance, the State of Washington 
issued “revenue bonds” to pay a 
World War II bonus. Those bonds 
are not general obligations and 
are payable only from the pro- 
ceeds of a cigarette tax. 

To show the acceptance of rev- 
enue bonds by both political en- 
tities and investors as a method 
of financing, I would like to point 
out that although-such bonds did 
not appear in amy . volume until 
after the creation»,of the Port’ of 
New. York Authority: in 1921. I 
would estimate that about 15%— 
Or upwards of $3 billion—of the 
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indeb‘edness of the 
their subdivisions ts 
form of revenue obli- 
gations. While, in general, reve- 
nue bonds do not yet enjoy 
wide marketability as general ov- 
ligations, due partly to investmeiit 
regulations which have been in 
existence for many years, tne Oob- 
ligations of such large scale bor- 
rowers as the Port of New York 
Authority. Triborough Bridge Au- 
thority, and the Pr 
Turnpike Commission are readily 
marketable at any time. With the 
passage of time, accompanied b 
the satisfactory historical record 
of revenue bond enterprises, tne 
number of inves ors wno readil: 
accept revenue bonds is steadily 
increasing. As the education 
the investing public and ad- 
visors progresses, the buyers of 
tax-exempt obligations who will 
include revenue bonds in their 
portfolios will continue to grow 
To a certain extent, the daevel- 
opmen: o! revenue bond financiig 
particularly io the earlier years 
could be likened to “Topsy” who 
just “growed.” Not merely by; 
chance, however, has the attituie 
of investors toward revenue bonds 
been improved over the years. Not 
too many years ago, all revenue 
bonds were considered to be sec- 
ond rate investments. It ‘ook a 
far better than average record 
during the depression years, when 
many general obligation boads 
fell by the wayside, to open the 
eyes of l.vestors to tne possibili- 
ties inherent in revenue bonds ot 
utility en.erprises whose financial 
structures were soundly conceived 
It has taken ingenuity, active co- 
operation ou. the part of borrowers 
and investors, and sincere eiforts 
by all involved to create the mod- 
ern revenue bond. 


Kaiser Steel Stock 
Publicly Offered hy 
First Boston Group 


An underwriting 
by The First Boston Corp., and 
including 234 investment houses 
throughout the United States, on 
Oct. 25 offered 1,600,000 units 
aggregating 1,600,000 shares oi 
$1.46 cumulative preferred stock, 
stated value $25, and 800,00 shares 
of common stock, par value $1, of 
Kaiser Steel Corp. at $25 per unit. 

The offering forms 
$125,000,000 financing program 
which also includes the direct 
placement with a group of institu- 
tional investors, including among 
others, The Prudential Insurance 
Co. of America; Metropolitan Life 
Insurance Co.: New York Life 
Insurance Co.; The Mutual Life 
Insurance Co, of New York, and 
The Northwestern Mutual Life 
Insurance Co. of $60,000,000 3°4% 
first mortgage bonds due 1970 and 
a $25,000,000 bank credit agree- 
ment with the Bank of America, 
Mellon National Bank of Pitts- 
burgh and The Chase National 
Bank in New York. 

Units, each of one 
share of preferred stock and !2- 
share of common stock, are trans- 
ferrable only as such until Oct. 1, 
1951, unless separated earlier by 
action Kaiser’s 
rectors. 

Of the 
financing 
will be used to 
loans in that principal amount 
outstanding with the Reconstruc- 
tion Finance Corporation § and 
$25,000,000 will be available for a 
construction program at the 
Kaiser Steel Corp. plant at Fon- 
tana, Calif., which includes new 
steel ingot capacity and the con- 
struction of a new mill the 
production of tin plate. re- 
mainder of the proceeds 
added to working capital. 
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By 
The first timid steps in the 
direction of elimination of th 
i.gid wartime ftorelign exchang 
restrictions have already had en- 
couraging repercussions. European 
free enterprise, for so long stifled 
mn a mesn of bureaucratic con- 
trols previously been de- 
prived of almost all initiative with 
regard to foreign investment. Now 
that it is possible to see the first 
giimmer of light on the previously 
obscured international horizon a 
new wave of foreign investment 
consciousness has been set in 
motion. 


the 
ile 


had 


Nowhere is this spirit more evi- 
dent than in Great Britain, and no 
country inspiring greater in- 
terest than the Dominion of 
Canada. It can be truly said that 
Britain’s senior Dominion now 
in the process of being redis- 
covercd. During the period more- 
over when British capital was vir- 
tually powerless to act, Canada 
had commenced a new era of 
dynamic expansion. Normally 
British investment and industrial 
enterprise would have _ partici- 
pated with the United States in 
this phase of development. but 
official restrictions raised an in- 
superable barrier. Capital was 
permitted to flow freely to the 
sterling areas of the British Com- 
monwealth but not to Canada. 
however 


is 


is 


recent 
in the 
exchange re- 


Following the 
striking improvement 
Uniied Kingdom 
serves the British official policy 
with regard to Canadian invest- 
ment is now more flexible. As a 
result, the opinions long held by 
many experienced observers con- 
cerning tne importance of Canada 
in the British economic scheme 
ere new commencing to prevail 
What has been evident for many 
years, that Canada would ulti- 
inatesry take the place of this 
country as the world’s greatest 
source of raw materials and tne 
site of vast industrial projects, is 
now fully realized in British com- 
mercial and financial circles. It 
is probable therefore that 
British movement towards Canada 
will mark another important mile- 
stone in the Dominion’s economic 
history. 


the 


A movement of this kind is only 
Icgical if merely representing a 
normal expansion of British in- 
dustry, which by reason of declin- 
ing domestic resources, can not 
be readily attained in the British 
Isles. There is now however a 
more impelling reason for British 
interest in Canada’s enormous 
economic potential. Industrial 
concentration in the restricted 
area of the Mother Country is al- 
ready a cause for concern in mili- 
tary quarters. Consequently the 
tremendous scope for industrial 
expansion available in the second 
largest country in the world, with 
its vast virgin wealth of natural 
resources, provides the ideal solu- 
tion of Britain’s problem of indus- 
trial decentralization. British in- 
dustrial migration to Canad: 
would not only serve the interests 
of the United Kingdom but it 
would also play an important role 
in Canadian economic progress 
British industrial skills and ex- 
perience of centuries in pioneer- 
ing enterprises abroad could hard- 
ly fail to achieve results which 
would compare with the accom- 
plishments of the past. To judge 
trom the present British enthu- 
siasm concerning Canadian eco- 
nomic prospects there are scarce- 
ly any bounds to the Dominion’s 
potential for future expansion. 


When it is considered that the 
coming British stimulus to Cana- 
dian development will be added to 
the powerful impetus already pro- 
vided by U. S. industrial and fi- 
nancial interest, optimism of this 
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order is perhaps not: unduly ex- 
aggeraied. Faith in Canada’s high 
econciiic destiny is moreover no 
ionger confined to U. S. and Brit- 
ish opinions. French, Dutch, and 
Swiss industrial interests are also 
paying increasing attention to the 
possibilities for indusirial expan- 
sion in Caneda’s great Northern 
Empire. This world-wide interest 
has atl tne more significance at 
this time. and consequently the 
idea of Canada becoming the 
greatest arsenal of democracy is 
gaining universal acceptance. The 
signing this week of a modified 
U. S./Canadian Hyde Park agree- 
ment marks in practical form a 
further development of this new 
Canadian economic upsurge. 
During the week the external 
section of the bond market was 
dult and negiected but the demand 
for internal Dominions was fur- 
ther intensified. The anticipated 
post-revaluation liquidation still 
2s not materialized, but this is 
hardly surprising Canadian 
Government internal bonds: are 
still attractive at their current 
levels. In view of the Bank of 
Canada action in forcing down the 
level of the shorter term Domin- 
ion obligations, this section of the 
list is especially interesting. The 
corporate arbitrage rate was also 
firmer at 914%-814% and the 
Canadian free dollar strengthened 
further to 4°s,% discount. Stocks 
continued to maintain their 
ground and in many instances to 
attain new high levels. The base- 
metal group was especially prom- 
inent led by Consolidated 
Smelters, Quemont, Waite Amulet 
and East Sullivan. Industrial is- 
sues were mixed with Anglo- 
Newfoundland an_ outstanding 
performer on the proposed stock 
split. Western oils were mostly 
on the downside but Federated 
Petroleums moved against the 
general trend. Golds continued 
their recent moderate advance on 
the persistent belief that an in- 
crease in the world-price of gold 
will 


as 


be long deferred. 


Silver, Barry & Van Raalte 
A. Robert Silver, Edwin J. Bar- 

Robert J. Silver, all members 
of the New York Stock Exchange, 
Van will 
3arry and Van Raalte 
New 


not 


ry 


ard Benjainin iiaalte 
form Silver, 
with offices at 


York Ciiy, 


39 Broadway, 
on Nov. 1. 
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The Stake of the Foreign 
Trader in the Gold Standard 





By GEORGE 


F. BAUER* 


Vice-President, International Trade Section, 
New York Board of Trade 


International monetary economist, tracing monetary relation- 


ships in a typical export and 


import transaction, maintains 


intermediate “‘substance” monies representing titles to definite 

amounts of gold are needed for efficient and economical coin- 

age of goods and services among nations. Sees opportunity 

for International Monetary Fund to help commerce by encour- 
aging establishment of thorough-going gold. 


In 1876 a booklet was written. 


Its title was “Robinson Crusoe 
Money.” It covered the funda- 
mentals of sound money in a 
inn manner read- 
ily understood 
by the aver- 


age person. 

Reference 
in it was made 
to “substance” 
money and 
‘sha 4 o.v" 
money. ‘“Sub- 
stance” money 
is based on 
fold but 
“shadow” 
money is of 
the evasive 
type vaguely 
presented to- 
day as “plai- 
ned currency” and possessing no 
claim for holders of it to some 
substance of universal worth such 
as gold. 

In international trade today we 
are contronted with a confusion 
similar to that described in 1876 
in the booklet “Robinson Crusoe 
Money.” 

We are deprived of “substance” 
money but We are given all kinds 
of variations of “shadow” money. 

In terms of “shadow” money, 
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we are subjected to the illusion 
that our foreign trade under 


“super-management directives” by 
officials not engaged in actual 
transaction of commerce is at rec- 
ord heights. 

Expressed in “substance” mon- 
ey, such is not the case. Twelve 
billion of “shadow” money dollars 
for exports today do not mean 
what we are asked to have them 
mean. 

First deduct five 
billion f Marshall Pian aid. 
Those five billion do not repre- 
sent self-reliant exports but rather 


need to 


we 
¢ 


“give-away at expense of U. S. 
taxpaver. The remaining seven 
billion at 50 cents purchasing 
power dollars come to only 3/2 
billion of prewar dollars. Under 
private enterprise we strove for 
five billion of exports annually. 
Why should we boast so much if 
now we actually have only 312 
billion real dollars of exports. 
This is austerity type of foreign 
trade — not abundance foreign 
trade, 

To achieve abundance type oi 


foreign trade with its benefits to 
those engaged in all the activities 
of its many ramifications, we need 


to stop the “shadow boxing” in 
money matters and work for the 
reestablishment of ‘‘substance’”’ 


in the form of the inter- 
sold standard. 

follow with a few 
sketches the various steps in- 
volved im typical export and im- 
port transactions. In this way we 
shall come more readily to under- 


money 
national 
Let us 


stand why the gold standard for 
several centuries in the past was, 
now is, and in the future will be, 


instrument in 

through individual 
the development of 
many transactions that add up to 


make what 


an indispensable 
furthering. 


initiative. 


we call world trade. 





In the United States we have 
large quantities of automobiles; 
*A talk by Mr. Bauer before the For- 


eign Trade Club of New York University, 
Oct. 20, 150. 


we can make more automobiles 
than are required by our people. 

We are therefore most happy if 
someone in Brazil expresses a 
wish io buy one from us. 

We are, however, a cautious 
people, like all people, and we 
want to be sure we are going to 
be paid for the automobile. 

The automobile exporter there- 
fore insists that the Brazil buyer 
supply him with a You-owe-me, 
not an 1.0.U., to make sure the 
automobile will be paid for when 
sent to Brazil. Technically, there 
is the matter of a letter of credit 
with payment against draft with 
shipping documents attached. For 
the purpose of this illustration we 
shall content ourselves with the 
fact that the American automobile 
exporter is given the Brazilian’s 
U.O.Me and that the car can now 
be put on a steamer and move 
down toward Rio. 


Attitude of Brazilian Coffee 
Exporters 


the other hand, has 
more coffee than its people re- 
quire. Brazilians are therefore 
happy to learn of the desire of a 
North American to purchase a 
quantity of this coffee. Brazilians, 
too, are cautious people; they wish 
to be sure that they will be paid 
if the coffee is sent to the United 
States. 

The Brazilian coffee exporter in 
turn asks for a U.O.Me from the 
American purchaser of the coffee. 
With the financial commitment 
made, the coffee can readily be 
put on a steamer in Santos and 
move up to New York. 

We now come to the Interna- 
tional Bank. This is a bank for 
this purpose which has establish- 
ments or correspondents in the 
United States and Brazil to take 
care of financing details incident 
to the export of the car from the 
United States to Brazil and to the 
importation of the coffee from 
Brazil into the United States. 

The American car exporter pre- 
sents the U.O.Me of the Brazil 
purchaser to this International 
Bank. 

The Brazilian coffee merchant 
also presents the U.O.Me of the 
American purchaser to this Inter- 
national Bank. 

If the car were of the same 
value as the coffee we would have 
this result. 


Brazil, on 


The car would represent a debt 


of Brazil and the coffee a credit 
of Brazil. Both items having each 
exactly the same valuation, one 


—the debt, would be offset by the 
other—the credit. 

Actually. the cai 
by the coffee. 

If both Brazil and United States 
had the same currency the car 
would be purchased and sold at 
retail in the same kind of money 
used to buy and sell the coffee at 
retail. 


was paid for 


Brazil and United States are, 
however, separate countries, each 
with its own kind of money. In 


the United States it is the dollar, 
in Brazil it is the cruzeiro. 

The car had to be purchased for 
dollars but is sola for cruzeiros. 
The coffee is produced by planters 
accustomed to cruzeiros but it has 
to be sold in dollars at retail in 
the United States. 

Now the American cannot 
readily use cruzeiros in his coun- 





try, 
interior of his land directly use 
dollars. 

Each is compelled to change the 
other’s money into the currency of 
his land. The American if he were 


nor can the Brazilian in the 


to receive cruzeiros for his car 
would have to exchange them at 
some definite rate into dollars. 
The Brazilian would also want io 
change the dollars if he received 
them for his coffee into cruzeiros 
in some definite relationship. 


Long-Term Transactions 


Foreign trade to be on a healthy 
basis should allow for long-term 
transactions and for certainty as 
to final payments regardless of 
whether they are specified in the 
money of the exporter or of the 
importer. 

Today this facility of ready con- 
version of other currencies into 
our Own is limited to about eight 
countries, some of them of smaller 
sizes. 

In the other countries conver- 
sion of currencies can be effected 
only through central banks but 
not by individuals with individ- 
uals direct. 

Here then comes the need for a 
standard whereby the values of 
different currencies can be gauged 
and the exchanges of one for an- 
other readily effected. 

Gold has proved to be the best 
standard by which values of dif- 
ferent currencies can be appraisea. 
Gold in itself has a worth uni- 
versally acknowledged. 

Under a proper gold standard, 
the American exporter would 
have the privilege of selling a 
$1.000 car for 18,500 cruzeiros in 
the knowledge that whenever he 
desired he would obtain for each 
of the cruzeiro .0480363 grams of 


fine gold or a total of 888.671 
grams. 
This gold or the title to this 


amount of gold through possession 
of the cruzeiros would assure him 
payment at any time in the future 
he might designate of the original 
$1,000 in the exported car. 

Why, because $1,000 at the U. S. 
rate of 1/35 of an ounce, or 888.671 
grams of fine gold would be the 
equal in gold of the 18,500 cru- 
zeiros. 

Similarly, the Brazilian coffee 
firm owning $1,000 automatically 
would have a title to 1,000 1/35th 
ounces of gold, At all times 
whether immediately or quite 
some time later he could convert 
these 1,000 1/35th ounces’ or 
688.671 grams of fine gold into the 
same quantity of cruzeiros for 
which he had previously sold the 
coffee. The 888.671 grams divided 
by .0480365 grams, the gold con- 
tent of the cruzeiro, would fig- 
ure Out to 18,500 cruzeiros or ine 
Brazilians local price for the 
cotfee. 

Gold intermediary sub- 
stance money. The automobile 
represented a substance. In giving 


Is an 


up the car, the American should 
receive substance comparable to 
the car. As he could not, in our 


illustration, receive the coffee im- 
mediately for the car, he should 
be provided with an intermediary 
substance such as goid. In that 
way there would be exchanges of 
substances or titles to substances 
all along the line. Title to the car 
is exchanged for title to a fixed 
amount of gold, and the yold for 
the coffee. These changes are pos- 


sible in an economical manner 
only if the value of the car is 
expressed in dollars that are ior 


all holders, titles to 888.671 grams 
of gold for each dollar and, if the 
coifee price is expressed in cru- 
zeiros that are titles for all holders 
to .0480363 of gold 
cruzeiro. 


grams per 

Naturally, in commerce, trans- 
actions are not limited to excnange 
of a car through gold for coffee. 
father does the title to gold be- 
come a title to any of the millions 
of products and services that enter 
into world commerce under sti:n- 
ulus of private initiative and with 


aid of 
standard. 

In our daily commerce between 
nations, it then becomes highiy 
vital that every currency becomes 
a title to a fixed amount of gola 
and that through this common 
denominator of gold, all curren- 
cies become exchangeable one ior 
the other with absence of any 
need for compliance with expen- 
sive red tape, delays, cumbersome 
and uncertain calculations or of 
excessive risks, 

There seems to be a fetish to 
twist a simple tool so essential to 
world trade as the gold standard 
in a mass of mystery and confu- 


a thorough-going§ gold 


sion so intricate that the super 
planners get lost in the mess 
themselves. 


As an illustration we are enticed 
by such an alluring proposal as 
the Customs Simplification Act. 
Even here the determination of 
the values of the various curren- 
cies for customs purposes is 110 
longer to be determined by their 
gold contents for which the re- 
spective governments have 
make good, but rather is the 
ternational Monetary Fund 
make guesses at the values 
“shadow” currencies not redeem- 
able in gold. 


Point Four a Misnomer 


Much is said about Point Four 
to encourage private investment 
abroad. Finally, it is a misnomer 
to be used in extracting taxpayers’ 
money to spread American ‘“‘know 
how” abroad. Private firms and 
individuals can do these things 
and even engage in long-term in- 
vestments of a productive type 
better than any government offi- 
cials can. They do, however, need 
assurance that their investments 
will be repayable a year later in 
about the same purchasing power 
money they invested. The gold 


standard would give that assur- 
ance. Without the gold standard 


Point Four is only one of these 
in consequential points as far as 
private investors are concerned. 

The prime purpose of the In- 
ternational Monetary Fund was 
to maintain stability of exchange 
rates. This would have been a 
laudable endeavor, if each cur- 
rency of the participating mem- 
bers in the Fund were put on 
basis of a definite gold centent 
and the privilege of conversion 
into gold at the fixed rate opened 
to all holders of the curreticy. 
That would have been a “hard but 
right task.” 

Instead, the International Mone- 
tary Fund furthers the widest pos- 
sible dissemination of “shadow” 
money. Naturally, the valuatioiis 
put on such volatile currencies 
cannot be kept in fixed relations. 
One day the Canadian dollar, a 
money irredeemadble in gold for 
all holders, is 91 cents of U. S. 
irredeemable money and a day 
afterwards it is 96 cents. Here 
then is the prospect of a loss on 
commercial transactions involving 
Canadian and U. S. money of 
about 5% in one day’s time, or a 
loss comparable to the entire net 
profit on average foreign trade 
transactions. 


Good and Bad Monetary Health 

Monetary health comes through 
the effort of the individual coun- 
try. lt is either good or bad in a 
monetary sense. It is good if 
decides itself on the gold equiva- 
lent for its money unit and sticks 
to its commitment; it is bad if 
its money unit is unattached to a 
substance such as gold and sup- 
ject to the fluctuations of the 
time. 

No International Monetary Fund 
is going to be helpful to private 
enterprise in world trade, if it 
assumes healthy exchange condi- 
tions can be furthered with spu- 
rious money systems. 

The Fund has an opportunity. 
It can strive for establisoment ol 
a thorough-going gold standard in 
the United States whereby ail 
holders of dollars automatically 
possess titles for each dollar to 
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1/35th of an ounce of gold. It 
can urge similar steps in Swit- 
zerland, Italy, Belgium, and 
France, ultimately in all countries. 
Its endeavors will then warrant 
the admiration of those foreign 
traders who believe the world is 
best served with as many products 
and services brought efficiently 
within the real buying reach of 
the sreatest number of peopie 
throughout the globe. 


John F. Glenn to 
Join C. & S. Bank 


ATLANTA, Ga.—John F. Glenn 
has been elected Assistant Presi- 
dent and director of the Citizens 
and Southern National Bank with 
headquarters 
in Atlanta. 

Mr. Glenn, 
who is now a 
partner of 
Courts & Co., 
wili assume 
his new duties 
on Jan. 1, 1951. 

The Citizens 
and Southern 
Nationai Bank 
selected tne 
39-year old 
Atlantan for 
hishigh post to 
meet its pres- 
ent and future 
executive re- 
quirements. Mr. Glenn has been 
with Courts & Co. for 15 years 
and has been a partner since 1941. 

He is past President of the 
Georgia Security Dealers Associa- 
tion and Chairman of the Pub- 
licity Department. He is a mem- 
ber of the Public Relations Com- 
mittee of the National Security 
Traders Association. 

He is a son of the late William 
F. Glenn, one of the founders of 
Atlanta’s city railway system, and 
a nevhew of the late Thomas K. 
Glent:, who was Fresident of the 
Trust Company of Georgia. 

A graduate of Georgia Tech, Mr. 
Glenn is a veteran of World War 
II, in which he served with ihe 
Navy. 


Penny Stocks 
In Demand 


A lively demand for so-called 
“penny” stocks in 1950 is reported 
by Tellier & Co., specialists in 
these low-priced shares, follow- 
ing the firm’s offering last week 





John F. Glenn 


of 1.198.000 common shares of 
Trad Cabinet Corp., makers of 
television cabinets. 

Walter F. Tellier, head of the 


Tellier firm, stated that his firm 
had sold six other offerings of 
“penny” stocks during this year 
having an aggregate of 5,200,000 
shares and a total dollar volume 
of $1,790,000. These offerings, he 
said, were made at prices ranging 
from 25c to 80c a share. 

Proceeds realized from the sale 
of these securities, Mr. Tellier 
said, have provided over 1,000 
new jobs. In addition, a number 
of these companies already have 
received substantial orders from 
the Government for war mater- 
ials. 

Included in the list 
priced offerings made by the 
Tellicr organization so far this 
year were stocks of four tele- 
vision companies, and two oil 
companies. 


Villard Heads Dept. 
For Hirsch & Go. 


Hirsch & Co., 25 Broad Street, 
New York City, members of the 
New York Stock Exchange, an- 
nounce that Paul R. Villard has 
become associated with the firm 
as manager of its Foreign Ex- 
change Department. 
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Progress Cannot Be 
Achieved by Frugality 


By PAUL MAZUR* 
Partner, Lehman Brothers 
Members, New York Stock Exchange 


Prominent investment banker, contending economic Puritanism 
as represented by too much thrift is detrimental to peacetime 
economy, lays American progress to efficient mass distribu- 


tion as well as mass production. 


Holds more spending by 


public means more selling by industries, and defends instal- 
ment credit, but points out war economy may require changes, 
but not in its basic principles. 


ago. | heard a friend 
of mine really outstanding 
merchant talk. In it he 
lvzed t! tatistics of retailing 
of both hard 
and soft lines. 
He concluded 
that the pres- 
ent relatively 
unsatisfactory 
level of soft 
goods. sales 
volume was 
due not to the 
high level of 
hard lines 
(autos, refrig- 
erators, tele- 
vision. etc.), 
but rather to 
the very high 
level at which 
Americans 
were saving “arnings. He 
added that merchants of soft lines 
we unsuccessful in making 
wo! sufficiently discontented 
with their styles to convert dol- 
lars into clothing. He aptly re- 
ferred to retailers as ‘‘merchants 
of discontent’’—and spoke of the 
danger in our of using 
mere utility as a basis for con- 
sumer needs, desires, or demands. 
The protest against this “prof- 
ligate” point view ¥ con- 
siderable. It was said the 
Puritan and of 
thrift and 
prostituted. 
For 
occasions, 
about the 
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on various 
and spoken 
Ame economy 
terms of what I believe were 
facts. Recently, I spoke of 
danger of too much thrift and 
the need of quickening the 
of raising the 
of living if 
factories 
worren 
prceducing 
Like my friend, I, too, 
was denounced by those who are 
Puritan-minded in their economic 
thinking, those who found in my 
words, or rather some of my 
words, removed their con- 
text. an advocacy of hedonism and 
a deniai of the proper economic 
principles of our Puritan progeni- 
tors 

There is, it seems, a vociferous 
group of economists or commenta- 
tors who stixmatize any departure 
from the dour economic ways of 
those who landed at Plymouth 
Rock, with the same fury with 
which the W.C.T.U. preaches the 
impiety of rum and the perfec- 
tions of prohibitionism. 

Do those who attack my mer- 
chant friend and myself find fault 
with our economics. or with the 
fact that we speak out in meeting? 
Is it our economics that are in- 
volved” Or is it that we present 
economic analyses which, though 
valid, run counter to Puritan 
principles? 

Many foreign 
commented uvon the _ indelible 
stamp which the Puritan Fathers 
left upon our culture, our morals. 
and our manners. But they find 
more of this Puritanism in our 
ethics and rather less in our con- 
duct. They believe that we are 
far more moral in our precepts 
than in our practice. In fact, they 
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*An address by Mr. Mazur before the 
Boston Conference on Distribution, Bos- 
ton, Mass., Oct. 16, 1950. 


sometimes assign to the contradic- 
tion between our social fact and 
fiction the brutal word “hypoc- 
risy. 

Does that variance 
fact and fiction exist in our 
economic practices? And, in the 
analysis of that “dismal science” 
of economics, as it ‘applies to the 
United States, guilty of tne 
Same charge pocrisys 
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Basic Reasons for Our Superior 
Economy 

It is easy to affirm the fact the 
American economy is somewhat of 
a miracle in the world of today. 
It is not easy to indicate the basic 
reasons therefor. 

Natural 
mate of 


and the cli- 
the United States have 
played their part. The political 
system under which this nation 
developed unquesticnably has 
been an important factor in the 
growth of its economy, for it has 
encouraged freedom of enterprise, 
the elimination of an economic 
caste system, and the promotion 
of a sense of equality among its 
people in their searcn for an im- 
proving standard of living for 
themselves and particularly for 
their children. 


resources 


Against this background of rich 
natural resources and_ political 
freedom, the shortage of jabor in 
the U. S. during the 19th century 
played a compelling role. Raw 
materials were plentiful—produc- 
tion practices used them gener- 

sly, even  wastefully. Man- 
power, by contrast, was scarce 
production practices husbanded 

ianhours by any and every de- 
vice possible. The pressure to save 
manhours expressed itself in the 
almost fantastic mechanization 
that America built within its in- 
dustry. And as the volume of in- 
dustry grew, the intensification of 
the division of labor and mechan- 
ized production methods kept 
pace. 

A sociological and economic by- 
product of these intensive methods 
was the increasing productivity of 
manhours year by year, decade by 
deeade. Moreover, the shortage of 
labor buttressed the conversion of 
this increased productivity into 
the benefits of improved real 
wages, year by year, decade by 
decade. Fewer hours of labor were 
required to earn the bare essen- 
tials of food, clothing, and shelter; 
even with a decreasing number of 
hours in the work week, the mass 
of American men and women 
were able to buy more and more 
of the goods and services they de- 
sired. Decade by decade, the 
American standard of living im- 
proved. 

Probably the best method of 
determining “real” wages is to 
measure and compare the length 
of time the average worker must 
labor to provide his family with 
its needs and some of its desires— 
its necessities and luxuries. By 
such a measurement, the average 
American has truly performed a 
production miracle and benefits 
by the productiveness of that 
same miracle. Whether the prod- 
uct be a loaf of plain bread or a 
rich cake, the time an American 
must work for that product is low 
indeed. For the average worker 
outside of America, the radio, of 
course, is a difficult prize to win 
by hours of labor, television more 
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difficult, if at all possible, and the 
automobile practically impossible. 

Decade by decade, the list of 
American conversions of yester- 
day’s luxuries into today’s neces- 
sities has grown longer’ and 
longer. Nor has this increasing 
bill of personal material! rights re- 
quired more hours. In fact, the 
companion developments to in- 
creasing desires has been more 
leisure time in which both to de- 
velop those new desires and also 
to continue the desired products. 

For 50 years, the trend of hours 
of work has been a declining one. 
as wage rates and working con- 
ditions have improved. From a 
seven-day week of 12 hours a day 
in some industries 50 years 
we now have almost a national 
working schedule for all indus 
tries of eight hours a day for five 
days a week. With that five-day 
week—and its consequence of a 
two-day week-end—leisure time 
has increased greatly. 

Time for family 
now so much greater than former- 
ly, that the whole residential pat- 
tern of the United States has un- 
dergone a substantial revolution. 
Today, suburban living is the rule 
in the medium and larger cities. 
Perfectly good homes in the city 
area are ‘“‘wasted”’ and families 
take up living in areas five to 
thirty miles from the cities’ cen- 
ters. The new living areas de- 
mand new facilities for streets, 
sewers, and transportation: and 
new shopping areas are growing 
up with billions cf investment 
doing damage to the utility value 
of the greater number of billions 
of investinent in the centralized 
shopping areas of the past era of 
the “six-day work week.” 

Does there not appear to be 
some non-Puritan contradiction of 
the concept of the “godliness of 
labor” in an economy that “labors” 
so hard to reduce tie time its 
members must devote to work? 
Perhaps there is profligacy lurk- 
ing in the shortening of the 
week. If so, there is also 
of prosperity in the consequent 
increase of leisure time. Leisure 
time is the time for consumption. 
The new habits of life and living 
that are inherent in the lengthen- 
ing of leisure time reflect them- 
selves in enormous increases of 
needs and desires. The expanded 
demands that are coming with the 
five-day week are proving a boon 
to industry and providing another 
element great strength in the 
development of our domestic mar- 
kets. 

It this dev 
unprecedented 
for industry, provided by the 
steadily improving standard of 
living for its people, that is be- 
lieved by some observers to be 
the outstanding single characteris- 
tic of our American economy. For 
industry, it has made possible the 
astonishing development of mass 
production with its high degree of 
division of labor and its superla- 
tive degree of mechanization. To 
the American people it 
brought goods that have de- 
manded for their purchase less 
and less of their laboring time, 
and, therefore, an ability to buy 
more and more goods with the 
actual time they give to labor. 

These results, however, were 
not the product of industrial 
lethargy. Production and distribu- 
tion did not stand by and wait for 
this huge domestic market to de- 
velop spontaneously. They 
every “trick” in the trade—and 
developed new “tricks” for a new 
trade of intensive sales promotion. 
They used every instrument in the 
band; no muted tunes were played 
by these sellers of more and more 
products, but brass cymbals 
clanged and calliopes screamed 
and drums banged. There was 
nothing sedate about the method, 
and nothing even remotely like 
the precepts of Puritanism. 
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Efficient Mass Distribution 
Industry and commerce used all 
the devices available to the newly 


developed technique of mass dis- 
tribution—the handmaiden, if not 
the mistress, of mass production. 
Today’s list includes $5 billion for 
advertising in magazines, press 
and radio—(and the most promis- 
ing giant of them all, television, 
is still in its diapers) — to teach 
discontent with the old and pro- 
mote interest in the new. Style 
and design changes have created 
obsolescence as a factor for the 
renewal markets. It is not enough 
to own an automobile that will 
run—for millions of drivers, the 
model must be the newest. Tele- 
vision is young as a consumer's 
product. Five years ago, there 
were practically no sets in Ameri- 
can homes; today, there are five 
million: and five years hence, 
there may be over 20 million. Al- 
ready the shadow of obsolescence 
is being cast sets as yet un- 
Color television reach 
turity within the next 10 years, 
and its and perform 
will demand the replacement of 
millions of sets. still useful, by 
devices of a more spectacular 
nature. There is nothing Puritan 
about this method of recreating a 
domestic market. There is nothing 
Puritain about making consumers 
discontented with the products 
have already purchased 
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In a sociological sense, it cer- 
tainly is not thrifty and, in a 
sense, it probably is wasteful to 
encourage the abandonment of 
products, still very useful, because 
of the availability of a new, pret- 
tier, better product, that, in turn, 
is to be replaced by a still newer, 
prettier, better product, that, in 
turn, ete. 

And 
most 
use 


then there is industry’s 
non-Puritan tool of ali—-the 
of fractional selling or install- 
ment buying as a method of per- 
suading and making it easier for 
the of Americar ers 
to buy articles which in other na- 
tions are reserved for the class- 
consumers—-and a small class at 
thet. Consumer credit is the de- 
vice | which people meet to- 
ires out of tomorrow's 
income. This device is a _ most 
compelling factor in the develop- 
of our mass markets, par- 
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to $2,000 would have been pro- 
hibitive for the mass of their own- 
but the fractionalization of 
this price into $50 or so per month 
has performed a miracle of creat- 
ing 
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mass markets for class prod- 
Through this device has come 
the miracle of mass production of 
cur automotive industry (which, 
if needs be, may become our arm- 
ament industry as well). The price 
of the product is but a fraction of 
what it would be if limited to cash 
sales. An automobile industry 
built on the utility of 11 to 15 
years of mechanical life. and on 
sales only to the cash buver with 
money he is willing to draw out 
of the bank, would probably satis- 
fy the principles of Puritan thrift. 
but it might not satisfy the mil- 
lions of unemployed who could 
find no work in a shrunken motor 
industry and its giant corollaries 
of oil, tires, steel, rubber, textiles, 
road building, etc. 


More Spending Means Greater 
Production 


A‘ the Harvard School of Busi- 
ness Administration June, a 
great American was properly hon- 
ored when the Lincoln Filene 
Chair of Retailing was established. 
At that time, Sumner Slichter, a 
truly fine professor of American 
economics, was one of the speak- 
ers. In his talk, Professor Slichter 
referred to the decreasing velocity 
of money and the resulting danger 
to prosperity, unless the trend was 
reversed by business men. Now 
the velocity of money represents 
the speed with which you and I 
disvose of the money we earn. A 
slow velocity means sticky money 
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and minimum expenditures—and, 
theretore, high savings—a good 
Puritan ideal. Rapid _ velocity 
means slippery money, maximum 
expenditures, and lesser savings— 
a combination almost akin to the 
old adage about the fool and his 
money being soon parted. Yet a 
good professor of economics told 
business men theirs was the task 
of increasing the _ velocity of 
money if an American peace-time 
economy was to escape bogging 
down in recession and unemploy- 
ment. Sumner Slichter’s economics 
are sound: for spending by con- 
sumers is the exact equivalent oi 
selling by industries—and without 
greater and greater sales, industry 
cannot remain prosperous. And 
the Geiger counter of selling -is 
the rate of spending, or the veloc- 
ity money. When Puritanism 
changes from fiction to fact and 
actually succeeds in dampening 
spending rates, it insures a grow- 
ing rate of unemployment. 
The serious and literal 

duction of the copybook maxims 
of excessive thrift and prudence 
might socially desirable to 
come, but it would deprive mil- 

of Americans of the pleas- 
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ures of driving and suburban liv- 
ing and the benefits of full em- 
ployment at the highest real 
wages in the history of any nation. 
The effects of Puritanism upon 
some standards of morality are 
debatable—but the effects of that 
economic Puritanism upon _ pros- 
perity and the American standard 
of living are not debatable—they 
would be disastrous. 

It will be obvious to you that I 
have been talking of the sorry ef- 
fects of laying the dead hand ot 
oversaving by American consum- 
ers as a whole upon our economy. 
It would ill befit me as a banker 
to preach profligacy on the part 
of the individual who is already 
on his uppers. It is no part of my 
desire to advocate habits of spend- 
ing which would multiply the 
ranks of wards of the state. 

The benefits to Americans of 
intensive and even expensive 
method selling have been ex- 
traordinary in terms the lowe 
fewer hour: labor re- 
to earn not y the neces- 
but also the luxuries of 
Economic itanism is a 
fiction in 
hundred 
conversion into fact 
the dour and the 
would do unlim- 
great mass of 
women. 
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living. 
fiction, 
oul 


years 


‘ " ] } . 
and fas 


econon for 
Its 
might satisfy 
dignified—but it 
ited damage to the 
American men and 

For the sake of standard 
of living, which must quicken its 
pace of improvement if we are to 
maintain a prosperous economy 
on a peacetime basis, let us be 
realistic about fact and fiction, 
and be on guard against economic 
Puritanism for the danger it truly 
represents. 


ove a 


our 


War Economy Means Change 

All of the factors, premises. 
reasoning, and conclusions within 
this paper have been based upon 
an analysis of the American econ- 
omy in peacetime—or rather an 
economy in which the = major 
stimuli to economic action are 
derived from peacetime products. 

If we are to find ourselves again 
at war or ina period of ‘no peace” 
in which expenditures for wal 
products and services are greatly 
io increase, then we must expect 
great changes in some phases of 
our activities — but not in basic 
principles. 

'f actual war preparation should 
demand steel and fibers and food 
and men, then civilians must deny 
themselves some of the goods and 
services to which they are accus- 
tomed. Standards of living must 
decline. Spartan living must be 
encouraged. Utility must replace 
obsolescence the prime facto 
in determining the time to pur- 
chase a new car, a new radio, tele- 
vision, or home. 

But 
does 
ism 
the 


as 


that change in living habits 
not occur because Puritan- 
in a War economy becomes 
fact it never was during 

















peacetime. The economy of war 
has nothing Furitan about ic. It is 
wasteiui, profligate, no.i-p. oduc- 
tive. It is concerned with pro- 
ducing goods not tor use but for 
destruction. Because of the non- 
Puritan, wasteful, protligaie de- 
mands Oi a war economy, not even 
an economy as rich as ours can 
supply all the guns we need and 
all the put.er we desire. 1 days 
of war Or war preparation, ine 
wastes oi: war have precedence 
over the wants of peace. Socioclog- 
ically, it is an unfortunate prior- 
ity that is demanded for tse very 
safety of the nation. But it may 
well be an essential priority if we 
are to have the chance and privil- 
ege of again returning some day 
tO OUr fs:1ucrican Way Usa a. ——vret 
and ron-fruritan. prosperous ex- 
istence. 


En:mett Corrigan 


Emmett Corrigan, Chairmen of 
the board of directors oi: Alvert 
Frank-Guenther Law, Inc., adver- 
tising agency, died suddenly Sat- 
UlLGay, «-€%, oi 
at the ho. e oi 
one of his 
business asso- 
SCrtates at 
Southampto 
Long Island. 
He resiced at 
5 Meadow 
Woods Road, 


Great Neck. 





wan « & rrigain. 

was born in 

ranac, N. ¥ 

On Yup 4 

1891, ; i was 

21 au le | 

Emmett Corrigan Y La yurgn 
i< ehaol 


and Plattsburgh State Normal 
School. Le seived as principai of 
Altona Union Secnool from 1912 to 
1913 

He had been associated with 
Albert Frank-Guenther Law, Inc. 
and its predecessor companies 
contir ucusly since 1515. He was 
elecied Cl airman of the board o! 
directors on Nov. 6, 1942, whicn 
position he held until his deain. 
Mr. Corrigan had specialized in 
advertising for banks, investment 
houses, insurance companies, anc 
other organizations which. sell 
services and ideas. His experience 
covered advertising in ncwSpa- 
pers, Muegazines, radio aiid Oul- 
docr, dircet mail, point of sale and 
public relations. 

in World War I, he served wita 
the 33th ioifantry, American 
North Russian Expedi ionat: 
Force at Mu:mansk aid later in 
Archongel. In World War II, he 
was a member of the New York 
State War Finance Committee 

Mr. Corrigan formerly was a 
member of the executive coimimil- 
tee of the Committee to Defend 
America by Aiding the Allies. He 
served ior many yeurs on tne 
fund raisi:iz commit ee for the 
3eekn au-Lowntown Hospital. 
His clubs were the Bankers. New 
York: Metiopolitan, New York: 
and Manhasset Bay Yacit, Port 


Washington, kai 5 


W. Rose nian - 


LOS ANU iL nny Calit W. 2uss 
Campbell Co. is engaging in a se- 
curities business from offices ut 
712 Seuth Spring Street. Odijlicers 
are R. L. McCourt. President; 
Rebert L. McCourt. Jr. and Clem 
S. Glasrs, Vice-Presidents: atid 
John R. Glass, Secreiary-Treas- 
urer. 


Levy in New Orleans 

(ane ee 
NEW ORLEANS, La.—Richard 
S. Levy is engaging in the securi- 
ties business from offices at 118 
Sherwood Forrest Drive. He was 
formerly in the investment busi- 

ness in Ridgefield Park, N. J, 
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Foreign Economic Picture 
As It Affects U. S. Exports 


A. N. GENTES* 
Vice-President, tench Trust Co. of New York 


Mr. Gentes, in picturing economic and financial conditions 
abroad, finds considerable improvement. 
Korean crisis, will change pattern of our foreign trade. Con- 
tends, because of restricted exports and cutbacks in production 
for domestic consumption, a sellers market is again possible 
and a general el.mination ef both exchange res.rictions and 


impori controls is not likely in foreseeable future. 


Says this, as well as 
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An address by Mr. 


Gentes hefore 


York City, Oct. 4 preparedness 


gram in Europe and elsewhere 
abroad. 


During the period of World 
War il, tne countries of the Latin 
American area accumulaiea re- 
serves of between four ang five 
billion doliars in gold and foreign 
exchange. This amount, in etiect, 
was 10rced savings. The reserves 
were created to a great extent by 
the United States through pur- 
chases of raw materials in the 
Latin American area, but because 
of the demanas of war within our 
Own country, we were unable to 
supply its needs for manufactured 
goods. As a consequence, the 
funds accumulated to the credit 
of the Latin American countries, 
and it was not until after the war, 
when we returned to peacetime 
production, that we could fill 
their requirements. Some of the 
Latin American countries fear 
that we again may be unable to 
fill their requirements for goods 
sorely needed in their economies 
and they are endeavoring to pur- 
chase here on a long-time basis in 
anticipation of dollar funds that 
may accrued to them at a later 
date. 

In the Argentine, the Central 
Bank is prepared to consider the 
granting of prior exchange per- 
mits for machinery and equip- 
ment, if shippers are willing to 
extend credit for not less tha 
five years, and shippers of raw 
materials and other goods, for not 
less than three years. Payments 
in annual instalments will begin 
one year after customs clearance. 
3razil is contemplating the stock 
piling of essential material on the 
basis of payment within one year, 
with a guarantee of a fixed rate 
of exchange, and in Colombia a 
regulation recently wWwas_ issued 
permitting the issuance of import 
licenses for a long list of critical 
items, provided payment is ac- 
cepted in from six months to five 
vears after arrival of the mer- 
chandise. 

For a period after World War 
II, when we were in a sellers’ 
market, many of our exporters 
insisted on tightening sales terms 
and wewere roundly criticized by 
Latin American buyers for so 
doing. Our selling terms have 
been liberalized gradually over 
the past several years, due to cer- 
tain factogs, including competition 
both at home and from abroad, 
but with the application of 
stricter controls in the United 
States and an increase in domestic 
demand, coupled with a cut-back 
in production for domestic con- 
sumption, a_ sellers’ market is 
again possible. Are we then going 
to insist on letter-of-credit fi- 
nencing on export sales, and what 
will be our attitude regarding the 
plans of some of the Latin Amer- 
ican countries to grant import 
licenses to buyers, if sellers will 
agree to the extension of credit 
terms of from six months to over 
five years? These are questions 
that cannot be answered imme- 
diately, but it can be said that 
during the whole period of World 
War II many exporters extended 
sight draft to buyers in selected 
countries with good results, The 
purchase of material by foreign 
countries on a long-time credit 
basis is nothing more than a 
mortgage on future dollar income 
which may or may not material- 
ize, and in the face of backlogs of 
commercial debt still unliqui- 
dated in several countries in the 
Latin American area, some doubt 
arises as to the wisdom of future 
sales on the basis of an extension 
of long-time credit. 


Future of Foreign Exchange and 
Import Controls 

Foreign exchange _ restrictions 
and import controls in the various 
countries of the world probably 
are discussed in export circle: 
more than any other one phase of 
export operations. Controls of 
one kind or another originated 
about 1916 and were brought 
by conditions arising from the 
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First World War. Exchange re- 
Strictions Or import controls or 
boui NOW €xistlug some svu-odd 
coOuntiies, and in some countries 
sO many cnanges and complica- 
tions have been injected that 
existing regulations and decrees 
aimoust deity interpretation. in the 
tace of the chaotic international 
conditions that have been with us 
for many years, restrictions o£ 
some kind undoubtedly were nec- 
essary to prevent flight of capital 
and to provide for an orderly 
allotment of the amount of ex- 
change available, but at times cne 
questions the sincerity of the pur- 
pose back of many of the con- 
trols. If controls are not fairly 
and impartially administered, they 
could lead and, in fact, do leag io 
certain abuses within the par- 
ticular country involved. Many 
of us engaged in export opera- 
tions have heard of instances 
where importers abroad for one 
reason Or another, have obtained 
exchange licenses or import per- 
mits that normally would not be 
granted. Furthermore, one again 
questions the necessity for mer- 
chandise quotas or the complete 
prohibition of importation of cer- 
tain types of merchandise and 
their effectiveness once they are 
imposed. Under existing conditions 
it is not likeiy that any trading 
nation of importance in the inter- 
national field could maintain its 
position in world markets very 
long without restrictions unless it 
has a substantial gold and doilar 
exchange reserve or a favorable 
yearly balance of paymenis po- 
sition with hard currency coun- 
tries. Unde; any circumstances, 
the general elirnination of ex- 
change resirictions to a great 
extent waits on the free con- 
vertibility of worid currencies. 
Some countries will reach the goal 
earlier than others, as a result of 
economic stability. No couniry 
can hope to eiiminate exchange 
restrictions if other nations oi the 
vOriad and the naiionals o; the 
country have no confidence in the 
currency, for to do so before put- 
ting the house in order would 
immediately result in flight of 
capital and other disruptions that 
would wreck the country’s econ- 
omy. We must not overlock the 
fact that in so far as our export 
business is concerned, the elimi- 
nation of exchange restrictions is 
not the whole answer, so long as 
import controls are imposed, tor 
both affect Our export volume. 
While some countries have re-— 
laxed exchange resirictions, the 
general elimination oi both ex- 
change restrictions and import 
contro!s is not likely in the fore=- 
seeable future. 

The export manager of today 
is a specialist, and to do an efti- 
cient job he must nave a thor= 
ough knowledge oi world condi- 
tions. He must know where to 
sell and on what terms. The 
automotive and parts industrg 
has an extremely important piace 
in the successful prosecution cé 
the war, and your individual and 
collective efforts to keep th»? 
wheels rolling are a potent factor 
in the present batile between tho 
two conflicting world ideologics 


Miss. Valley Group of 
IBA Holds Meeting 


ST. LOUIS, Mo.—-The Mississip= 
pi Valley Group of the Invesunen$ 
Bankers Associaiion is holding its 
annual meeting today for the elec 
tion of officers. 

The Group also announces ihe’ 
it will hold its annual Christmas 
party on Dec. 21 at the new peiic- 
house lounge of the Park Plaz2 
Hotel, St. Louis. 

Again as for several years, tnd 
Group announces that there wiil 
be a St. Louis Room at tne IBA 
Convention in Hollywood Beach. 
Kelton White, G. H. Walker & Co., 
and Harry Theis, Albert Theis & 
Sons, Inc., head the commitiee 
and act as co-hosts. 


le 
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The Treasury-Federal Reserve Rift 


By AUBREY 


President, Aubrey = 


. LANSTON* 
Satieten & Co., Inc. 


Mr. Lanston presents background of recent Federal Reserve 
policies, together with implications of the Federal Reserve- 
Treasury controversy regarding debt management and interest 
rates. Says dispute, besides causing institutions to lose confi- 
dence in stability of interest rates, has increased availability 
of credit through larger holdings by banks of one-year govern- 
ment securities. Veniures opinion bank reserve requirements will. 
be increased and Treasury short-term rates will go to 11/2%. 


Almost two months have elapsed 
since the Federal Reserve amazed 
the banking and investment com- 
munities by announcing an in- 
crease in the 
rediscount 
rate of the 
New York 
Federal Re- 
serve Bank to 
144%. This 
Was accompa- 
nied by a 
statement that 
the Board of 
Governors and 
the Open Mar- 
ket Committee 
were “pre- 
pared to use 
all the means 
at their com- 
mand to re- 
strain further expansion of bank 
credit consistent with the policy 
of maintaining orderly conditions 
in the government securities mar- 
ket,” and the Board was “pre- 
pared to request the Congress for 
additional authority should that 
prove necessary.” As you know 
the Treasury at the same time an- 
nounced that it would refund $13 
billion of maturing obligations in 
securities bearing a coupon rate of 
only 14%. 

Tne ‘lreasury was _ protected 
from an unbearable drain by the 
open-market -operations of the 
Federal] Reserve. In these opera- 
tions the Federal made large-scale 
purchases of maturing securities, 
and it sold other obligations in 
comparable volume at yields more 
favorable than those offered by 
the Treasury. This unprecedented 
move caught everyone more or 
less unprepared, and the gradu- 
ally increasing rates at which out- 
standing securities were offered 
by the Federal caused many hold- 
ers of the maturing securities to 
reinvest in bills and the shortest- 
term notes. Later it seemed that 
the caution evidenced by holders 
of Treasury securities together 
perhaps with reactions in certain 
Washington quarters suggested to 
the Federal that they exercise 
some greater caution. In any event 
Victory 2's have been stabilized 
for many weeks at 100 26/32, and 
until last Monday the short-term 
rate was represented by a 1.37%- 
1.35% quotation on the recently- 
issued 144% notes. 

During this period of temporary 
stabilization, Regulation X was is- 
sued with restrictions that have 
brought dismay and protest from 
most sections of the building in- 
dustry. Regulation W was first 
issued with only mild restrictions 
on consumer credit, but has since 
been tightened to the point that 
protests are growing from many 
parts of the country. Thus the 
Federal Reserve has moved into 
high gear and has applied these 
specific controls with the same 
determination that characterized 
their earlier ciecision with respect 
to interest rates. 


Aubrey G. Lanston 


One of the market’s first reac- 
tions to this strenuous application 


of specific controls was the belief 


that they pointed in the direction 
of less vigorous action in connec- 
tion with the Treasury security 
market. This did not last long 
because On Tuesday last the Fed- 
era] Reserve began to increase the 


*An address by Mr. Lanston before 
the Twentieth New England Bank Man- 
agement Conference, Boston, Mass., Oct. 
20, 1950. 


rate at which it would acquire 
snort-term Treasury securities. 
The rate was lifted by an 0.02% 
on Tuesday, by an 0.01% on 
Wednesday, and by an 0.02% yes- 
ierday. An increasing volume of 
rumor accompanied these moves, 
most of which was to the effect 
that an increase in bank reserve 
requirements would be announced 
at any moment. In other words 
events this week have given re- 
newed emphasis to the Board’s 
statement last August that the 
System was prepared to use all 
the means at their command in 
their fight against inflation. 

These recent increases in short- 
term interest rates and the strong 
rumors of the imminence of an 
increase in reserve requirements 
have puzzled many people, be- 
cause it is generally believed that 
the full effect of selective controls 
has not yet been felt and many 
signs point to the likelihood of 
recessions in various lines of busi- 
ness over the next few months. 
We believe that the Board recog- 
nizes this just as clearly if not 
more so than the rest of us, and 
we think that the answer may be 
somewhat as follows. The full re- 
quirements of our new foreign 
policy and of our determination 
to forestall Russian world domina- 
tion will not be developed until 
after election, and, when they are, 
it will be clearly evident that the 
per-annum cost of an armed peace 
will be much larger than the fig- 
ures we are now using. This cost 
may be crystallized in the Presi- 
dent’s January budget message, 
which is only two months away. 
Some clue to the total may be 
found from a study of Treasury 
expenditures through the remain- 
der of the present fiscal year. Es- 
timates which we have made in- 
dicate that the Treasury’s cash 
position will exercise some defla- 
tionary impact on the volume ot 
money outstanding from mid-De- 
cember through the end of March. 
These estimates included a grad- 
ual increase in defense expendi- 
tures to a $30 billion per annum 
rate at the end of next June. This 
figure is, however, a transitional 
one under a climbing total, and if 
we are to have a larger program 
the annual rate thereafter would 
be greater than $30 billion. Yet 
if we add $30 billion to the $24 
billion cost of nondefense items, 
we would have a total annual rate 
for Federal expenditures of $54 
billion. This is without any allow- 
ance for an enlarged program. It, 
therefore, would seem reasonable 
to assume that a moderately in- 
creased defense program would 
cause the January estimate for 
expenditures in the fiscal year 
1952 to be in the neighborhood of 
$60 billion or $70 billion. 

The psychological impact of such 
a budget projection would be 
sharply inflationary. It seems un- 
likely that we will achieve a 
pay-as-you-go result from in- 
creased taxation against such a 
spending total. If this conjecture 
is true, the anticipated decrease 
in the inflation virus and the an- 
ticipated recession in some lines 
of business could be quite short- 
lived. Against this conjectural 
background the Federal Reserve 
may desire to, knock _ inflation 
down to the ltéWést possible point 
even though 'this may ‘cCduse a 


temporary recession laté this*year. 
Further, only by truly using all 
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the powers at its command would 
the Federal draw clearly the is- 
sue at stake with the Treasury, 
namely, shall the Federal Reserve 
or the Treasury dominate in the 
indivisible fields of Treasury debt 
management and credit policy? 


Results of Federal Reserve- 
Treasury Controversy 

So far we have painted only the 
general background, and _ before 
attempting to assess the future it 
might be well to spend a little 
time on the results of Treasury 
and Federal Reserve disputes and 
policies for the year to date. For 
this purpose it is convenient to 
select three periods. The first six 
months of this year will be the 
first one. The other two represent 
the eight weeks just prior to the 
Federal Reserve’s declaration of 
independence and the eight weeks 
that have followed. 

During the first six months of 
1950 the Federal Reserve was con- 
sistently urging upon the Treasury 
a debt management policy which 
involved two things, namely, (1) 
gradual increases in short-term 
interest rates and (2) the issuance 
of securities longer than one year. 

Generally speaking, the Federal 
seemed to favor securities which 
would have a term and interest 
rate that would not require par 
support for them or for outstand- 
ing securities. The Treasury went 
along with the Board to some de- 
gree but not fast enough or far 
enough to satisfy the latter, At 
the same time the Board took the 
point of view that a substantial 
demand existed for 212% bonds 
and that this demand was suffi- 
cient to justify an offering by the 
Treasury of such securities. The 
Treasury did not believe that any 
really substantial demand existed, 
and the Federal began to sell re- 
stricted 2's in volume at decreas- 
ing prices and increasing yields, 
with two purposes in mind. One 
was to absorb any existing excess 
of nonbank investable funds, and 
the second was to reduce bank 
deposits thereby. The Federal was 
successful in reducing the price 
level of restricted bonds, and it 
absorbed a substantial amount of 
the investable funds that existed. 
The bulk of its sales, however, 
were made possible only by its 
purchase of eligible securities. 

Changes in holdings by investor 
classes during this six-month pe- 
riod are now available, and the 
weekly figures of the Federal Re- 
serve show that the following took 
place: 

The Federal Reserve sold $1.5 
billion of restricted bonds and 
bought about $800 million of 
bank-eligible securities. Thus the 
total holdings of the System de- 
creased by about $500 million. At 
the same time money in circula- 
tion declined by more than $400 
million. The net change in the 
System’s holdings, therefore, was 
hardly more than an offset to the 
decline in circulation. The inter- 
esting phase of these operations is 
that the decline in circulation did 
not bring about a decline in the 
Federal Reserve's short-term 
holdings, but was translated, by 
open-market activity, into a 
greater decline in its holdings of 
long-term bonds. 

To continue with the figures, 
commercial banks bought small 
amounts of restricted bonds and 
sold over $900 million of bank 
eligibles, 

Insurance companies and mu- 
tual savings banks bought around 
$600 million of restricted bonds 
and sold around $900 million of 
bank eligibles. The principal non- 
bank sources of credit were net 
sellers because of their commit- 
ments in private credits, particu- 
larly mortgages, and consequently 
these institutions would not have 
been buyers of any new long-term 
issues offered by the Treasury cx- 
cept as the funds were provided 
indirectly by bank credit. 

All other holders of Treasury 
securities include primarily busi- 
ness corporations, State and mu- 


nicipal funds, and pension funds. 
This catch-all group of “all others” 
bought about $700 mullion of re- 
stricted bonds, and in addition 
they bought $1.2 billion of bank- 
eligible securities. 

Thus it was this group 
than private credit 
who were the more 
acquiring Treasury 
vesiments. It is only in tnis area 
ot Treasury security investment 
that the Federal Reserves open- 
market activity had any real ef- 
lect. We mignt add incidentally 
that during tnis same six-month 
period the Treasury sold about 
$900 million of non-marketable 
Series D notes, most of which 
were acquired by these same buy- 
ers. 

Finally, it might be pointed cut 
that, although the net decline in 
the System’s holdings of Govern- 
ments was not much greater than 
the decline in circulation for the 
period, in June bank credit was 
expanding rather rapidly. 

Our second period is the eight 
weeks just prior to the Federal 
Reserve’s declaration of independ- 
ence. The period begins on June 
22, just before the Korean inci- 
dent, and at about the time the 
books closed on the Treasury’s 
July refunding. This eight-week 
period was marked by large-scale 
scare buying on the part of con- 
sumers and businesses that imme- 
diately followed our acceptance 
of the Korean challenge. Controls 
of all sorts were being proposed, 
and these were partly responsible 
for the scare buying that went on. 
People were trying to beat the 
gun. Very important is the fact 
that investors generally believed 
that the Korean incident marked 
the end of the feud between the 
Treasury and the Federal with 
respect to short-term rates. The 
market believed that 1%4% would 
be as high as the short-term rate 
would go, some believed that it 
might actually be reduced, and 
everyone wondered how long it 
would be before the Federal ran 
out of 242% bonds. The statistics 
of Federal Reserve credit in this 
period are interesting. 

Federal Reserve holdings 
Treasury securities increased by 
about $700 million net. On the 
other hand gold stock declined 
by close to $300 million. Other 
changes decreased by approxi- 
mately $200 million, and the re- 
sult was that the reserve balances 
of member banks increased by 
hardly more than $100 million. 
In other words, although the Fed- 
eral’s holdings of Government 
securities increased by $700 mil- 
lion, reserve balances increased 
by only $100 million, and in spite 
of all the scare buying and the 
tremendously inflationary bias of 
this eight-week period increases 
in the required reserves of mem- 
ber banks were negligible. Most 
of the increased reserve credit 
Was carried as excess reserves, 
but their total was no larger than 
the average during the second 
quarter of 1949, when everyone 
was worried about a deepening 
recession. One cannot say that the 
Federal Reserve's operations had 
any important inflationary impact 
during this period. At the same 
time no consequential deflation- 
ary results were produced. 
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Disruption of Confidence in 
Interest Rate Stability 

The last of our three periods 
begins Aug. 17, the day before the 
Federal Reserve's declaration of 
independence. This announcement, 
together with the Federal’s han- 
dling of the market for Treasury 
securities, completely disrupted 
any confidence that investment 
institutions had acquired as to the 
stability of interest rates. Confi- 
dence gave way to. confusion 
among investors and to precau- 
tionary borrowing by businesses. 
Nevertheless, bankers generally 
were willing to bet, so to speak, 
that the Treasury would emerge 
victorious, and they viewed the 
increase in rates as temporary and 
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were delighted at the opportunity 
to extend commercial loans at 
higher rates. ‘The real distinction 
between the periods just before 
Aug. 17 and afterwards is the 
marked contrast in the state of 
mind of investors, lenders, and 
borrowers. All of this is retlecte 
in the statistics of Federal Reserve 
credit. 

The Federal Reserve b 
balance $1.2 billion of Treasury 
securities. About $500 million of 
the credit thus extended was off- 
set by a decline in gold stock. Ail 
the other factors decreased by 
about $200 million. But as a con- 
sequence of uncertainty, confu- 
sion, and the other considerations 
that I have mentioned. member 
bank reserve balances increased 
by about $500 million, whereas 
the increase in member Meher re- 
serve requirements was 5250 mil- 
lion. Banks were taking the pre- 
caution to increase their excess 
reserves even to the extent of 
giving up earnings assets to do sv, 
and excess reserves as or Oct. 11 
were close to $1 billion. 

This change in state of mind 
through the successive periods is 
attested to also by the record of 
Federal Reserve sales and pur- 
chases of bonds with aterm longer 
than five vears. During the first 
six monihs the Federal sold $1.3 
billion of such securities. In tne 
eight weeks ending Aug. 16 they 
soid almost $1 billion. In other 
words, when the price was around 
101 and investors had an increas- 
ing contidence in the stability of 
the rate structure they bought 
75% as many bonds ag they had 
acquired in the first six months 
of the year. In that period toilow- 
ing Aug. 16 and the Board’s new 
credit policies, investors continued 
to buy for three weeks. Total 
purchases were less than $200 
million. In the subsequent five 
weeks through Oct. 11, investors 
sold almost $400 million back to 
the Federal. The Federal’s pro- 
gram of selling 212% bonds seems 
to have been carried too far. In- 
vestors had underestimated their 
mortgage and other commitments, 
and the Federal did the same. 
Therefore, the last eight weeks 
show net purchases of $200 mil- 
lion of longer bonds. 

We have now covered 
ground of the vear to date. It 
seems quite clear to us that the 
statistical and psychological re- 
percussions of the Federal Re- 
serve’s credit policies announced 
on Aug. 18 have been inflation- 
ary—and nothing else. It seems 
also that the Federal is inclined 
to give inadequate weight to the 
psychology of investors. lenders, 
and borrowers. As a consequence 
moves designed to be dceflation- 
ary have had an opposite result— 
at least temporarily. They also 
seem destined to have an infla- 
tionary result over t! longer 
run for as long as an interest rate 
pattern has to be supported. 
Whether the interest rate pat- 
tern is supported at 114°. to 244% 
or 112% to 2%% is not of great 
importance. 


Jught on 


the back- 


Use of Higher Short-Term 
To Combat Inflation 

A great deal of discussion has 
taken place over the last two 
months about the desirability and 
the effectiveness of higher 
short-term interest rate in com- 
bating price inflation. but it 
seems to us that the state of mind 
of the public and of investors in 
government securities is more im- 
portant than the interest rate. 
Certainly the history of the two 
eight-week periods just prior to 
and just after the Federal Re- 
serve’s announcement indicates 
this. In our view real credit re- 
straint can originate interest 
rates only when the area oi move- 
ment can be reasonably wide with 
no particular foreseeable roof and 
when a real penalty is imposed on 
the borrower. Even the latter, 
however, is subject to consider- 
able question. The history of the 
late 1920s attests to this. Call 


Rates 









money was 25%, and high-grade 
short-term credits were available 
at 6%. Admittedly, however, a 
vast difference exists between 
that earlier period and the pres- 
ent, primarily because of the large 
Treasury and other bond holdings 
of institutional investors and 
banks. The Federal Reserve's 
hope that a minor increase in in- 
terest rates will have some mar- 
ginal effect probably rests on the 
fact that these holdings were 
largely acquired at higher prices 
and lower yields. The loss en- 
tailed from sales of securities at 
lower prices presumably will de- 
ter sales made for the purpose of 
extending credit. We see little 
evidence to date that this has been 
or is likely to be the fact. Credit 
restraint will take place only for 
other reasons, namely, voluntary 
action by lenders, high risk-cap- 
ital ratios, and the like. The minor 
increases that have taken place to 
date in borrowing costs certainly 
do not deter borrowers. The pros- 
pect of slightly higher rates has 


encouraged an increase in the 
loan demand. 
The Treasury-Federal Reserve 


dispute has increased the avail- 
ability of credit, because com- 
mercial bank holdings of one- 
year securities or less have been 
increased thereby. This increased 
availability through enlarged 
short-term holdings is more im- 
portant than the slight increase in 
the interest rate. Credit restraint 
through an increase in short-term 
rates is bound to be more or less 
completely ineffectual as long as 
we have outstanding a substantial 
volume of nonmarketable debt 
that may be redeemed by the 
holder on demand. The existence 
of such a large demand liability 
requires that the Federal support 
the prices of marketable secu- 
rities at some point that will in- 
sure the retention of nonmarket- 
able investments. I am continu- 
ously surprised to see so many 
people urging the Treasury to in- 
crease its 1eliance on these non- 
marketable instruments. The 
basic thought involved by advo- 
cates of this debt management 
policy is that the support prob- 
lem ca@ncerning marketable se- 
curities can be reduced by the is- 
suance of nonmarketables. I have 
vet to hear, however, of what 
would happen if financial institu- 
tions and others wished to resort 
to redemptions instead of sales. 
It is perfectly clear that only one 
of two things could happen. One 
is that the redemption privilege 
would be honored and we would 
be blown into a monetary infla- 
tion far more quickly through re- 
demptions than we would through 
sales. The other is that the Treas- 
ury in such an emergency might 
renege on the redemption pro- 
vision, on the grounds that the 
national interest would not per- 
mit it to do Such a 
renege might an obvious 
and admitted The most 
likely course of events would be 
that large holders would be told 
in strong terms that redemptions 
of their holdings would not be in 
interest. 

This sort of program is already 
in effect in marketable securities. 
Many have found that 
they can offer securities that are 
being pegged, but they can only 
sell a portion or none. The Fed- 
eral Reserve's in these 
matters probably has to be but is 
rather whimsical. Only the othe: 
day the treasurer of a large cor- 
poration remarked that he found 
he had a new type of government 
that he had not known 
existed. He described it is “a 
1ionmarketable marketable short- 
term note.” He could offer it but 
he couldn't sell it, and dealers 
generally were not permitted to 
offer his notes below the price 


otherwise. 


not be 


fact. 


the national 


investors 


decision 


security 
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at which the Federal declined to 
make the purchase. 


Tragedy of the Rift 

Now, the tragedy of the rift 
between the Treasury and the 
Federal is that the Federal is at- 
tempting to prevent further at- 
trition in the purchasing power of 
the dollar and of course has to be 
interested in avoiding any undue 
disturbance to the confidence of 


holders of Treasury securities 
through price instability. The 
Treasury is interested in these 


same things, but approaches the 
problem from the opposite direc- 


tion. There is much to be said 
on both sides. Presumably the 
issue will be aired shortly in 


Congress with both sides looking 
toward an official answer to the 
question of whether the Federal 
Reserve or the Treasury shall 
dominate in the indivisible fields 
of Treasury debt management and 
credit policy. Unfortunately, no 
such decision will solve the prob- 
lem. It can be solved only by 
the exercise of a very high de- 
gree of technical skill in both 
debt management and open-mar- 
ket operations—a greater skill, I 
might add, than has yet been 
demonstrated on some occasions 
and certainly one that cannot be 
exercised if the two parties are 
at logeerheads and the main issue 
is one of domination. 

Let us come back to the Board’s 
statement that it will exercise all 
of the means at its command to 
combat an inflationary spiral. It 
has applied real estate and con- 
sumer credit controls stringently. 
It again has begun to increase the 
yields on short-term securities. 
What definition can we give at 
this time to “all the means at 
their command”? They can in- 
crease reserve requirements to the 
present legal limit. Such an an- 
nouncement is believed to be im- 
minent. How far they can go in 
increasing short-term rates de- 
pends in part on the pressures 
that these increases create on the 
price of Victory bonds. The lat- 
ter have been’ supported at 
100 26/32. For all practical pur- 
poses the low support point seems 
to be 100. Whether they go to 
the limit no one knows. If they 
do go to the limit, the short-term 
rate can be increased more than 
would otherwise be the case. In 
any event it probably cannot ma- 
terially exceed 142%. Does the 
attitude of the Board indicate that 
they will go the full limit in the 


Treasury security markets? No 
one but the Board can answer 
that, but my guess is that they 
will. 


We now come to a conjectural 
look at the future. Let us assume 
for the moment that the Board 
does go to the full limit in its 
open market activities, namely, 
100 for 2!ss, 114°% or thereabouts 
for short-term rates, and reserve 
requirements at the legal maxi- 
mum. What next? The first thing 
is probably a Congressional air- 


ing of the whole matter. Con- 
gress may or may not take a de- 
cisive action in the dispute as 
such. The Board also has said, 


however, that it will ask for ad- 
ditional authority if this is neces- 
sary, and our guess is that the 
Board will do this. The additional 
authority is likely to include a 
strong and persuasive request for 
some kind of a special reserve. 
This special reserve presumably 
would take the form of a require- 
ment that the banks hold a spe- 
cified amount of short-term 
Treasury securities in relation to 
their deposits, over and above 
their cash requirements. As we 
face this prospect, many bank in- 
vestors may have to revise their 
ideas as to the makeup of their 
portfolios. Some who think they 
would like to extend maturities 
may deem it unwise while this 
whole matter is unsettled. Some 
others find that instead of 
extending maturities they perhaps 
had better make some _ precau- 
tionary sales of longer-term 


may 


se- 





curities in order to build their 
holdings of short-term securities. 


Beyond that we face the possi- 
bility of a $60 billion to $70 bil- 
lion total projected expenditure 
for the fiscal year 1952 with high 
taxes that could jump the corpo- 
rate tax rate to 50% or even 60%. 
Thus as far as bank-eligible tax- 
able securities go, the prospect is 
for a flatter yield curve before 
taxes and a much flatter one after 
taxes, reduced incentives to ex- 
tend maturities, and some com- 
pulsion to shorten up. 


In the market for restricted 
bonds the prospect is for con- 
tinued pressure until insurance 
companies, savings banks, and the 
like have caught up with their 
forward commitments in mort- 
gages and other private outlets. 
Two, three, or four months from 
now the picture may be reversed. 
We may have a situation in which 
the restricted market will be 
just as isolated from the bank- 
eligible market as it has been for 
the greater portion of this year. 
In this case, however, we could 
have buoyancy in the restricted 
242s and pressure on intermedi- 
ate and longer-term eligibles. 


Tennessee Gas Trans. 
Stks. Publicly Offered 


Public financing to enable Ten- 
nessee Gas Transmission Co. to 
extend its pipe line to upstate 
New York and to increase the 
daily capacity of its system to 
1,060,000 Mcf. was undertaken on 
Oct. 24. Stone & Webster Se- 
curities Corp. and White, Weld & 
Co. jointly head an underwriting 
group which is offering 100,000 
shares of 4.64% cumulative pre- 
ferred stock and 250,000 shares of 
common stock of the natural gas 
carrier. The preferred stock is 
priced at $103.10 and the common 
stock at $30 per share. 

Under certificates granted by 
the Federal Power Commission, 
the comnany is currently,engaged 
in extending its pipe line from the 
present terminal point at Mercer, 
Pa., to a point near Buffalo, New 
York. The extension, which is 
expected to be completed during 
the coming winter, will enable 
the company to increase its daily 
delivery capacity to 1,060,000 Mcf. 
The company has also applied to 
the Federal Power Commission 
for authority to extend the pipe 
line from Buffalo to a point near 
the Massachusetts boundary. 

On Aug. 31, 1950, the remaining 


cost of completing the Mercer- 
Buffalo extension was approxi- 
mately $48,000,000. Proceeds in 


part from the current sale of pre- 
ferred and common stocks, from 
the sale of first mortgage bonds 
and from the sale of additional 
securities to be determined at a 
later date, will be used to finance 
the balance of construction. The 
company will also use part of the 
current proceeds to retire $15,- 
000,000 in bank loans. 

The main transmission line of 
the company, 1,633 miles in length, 
extends from the Rio Grande 
Valley of Texas to Mercer, Pa. 
Principal deliveries of natural gas 
are made to the systems of The 
Columbia Gas System, Inc., and 
Consolidated Natural Gas _ Co. 
Total operating revenues for the 
12 months ended Aug. 31, 1950, 
amounted to $46,395,880 and net 
income was $10,023,224. Divi- 
dends on the common stock have 
been at the quarterly rate of 35 
cents per share since 1947. 


With Samuel & Engler 


(Special to Tue Financia, CHRONICLE) 

COLUMBUS, Ohio —Harry A. 
Miller and William A. Schoellkopf 
have become associated with The 
Samuel & Engler Co., 16 East 
Broad Street. Both were formerly 
with George T. Currier. 
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Western Maryland Recapitalization Proposal 


Periodically over the years since the end of World War II 
there have been rumors that a plan for elimination of the substan- 
tial dividend arrears on Western Maryland first preferred stock 
through a stock recapitalization was imminent. These dividend 
arrears amount to $136.50 a share, a total accumulation of $24,217,- 
830. Practically all of this 7% first preferred stock is owned by 
Baltimore & Ohio. Fortunately, the 4% second preferred stock, 
on which no dividend has ever been paid in the company’s history, 
is non-cumulative so that the only real problem is the accumula- 
tion on the first preferred. Finally, in a letter to stockholders 
dated Oct. 10, 1950, the President of the railroad presented a 
recapitalization proposal. 

The plan, as outlined to the stockholders, was, in the opinion 
of most railroad analysts, hardly worth the time, trouble, and 
expense that presumably went into its conception and presenta- 
tion. For one thing, there seems to be no particular reason why 
the Interstate Commerce Commission should approve the issuance 
of new securities in payment of the dividend accruals in view of 
its previously expressed attitude toward the Maine Central and 
Missouri-Kansas-Texas proposals. This is true even though one of 
the expressed purposes of the plan is “ to make equity fi- 
nancing possible through the sale of additional stock, in event that 
should prove advisable in the future, . . .” 

Even if the Commission should so alter its earlier position as 
to approve in principle such a proposal as that put forward by 
Western Maryland, it is extremely unlikely that the specific terms 
would get any wide support from Western Maryland stockholders. 
This is particularly true of the present second preferred. Balti- 
more & Ohio, which was presumably consulted in the drawing up 
of the plan and found it satisfactory from its point of view, owns 
only 13% of the second preferred compared with its holdings of 
94% of the first preferred and around 30% of the common. 


The proposed exchange of securities would be as follows: 


Each share of Would receive 


7% Ast Preferred 1.4 Shs. new 5% Ist Preferred 

1.0 Shs. new 4% 2nd Preferred 
1.5 Shs. new Common 

4% 2nd Preferred 0.25 Shs. new 4% 2nd Preferred 
Pe 1.25 Shs. new Common 
Common Stock 1.00 Shs. new Common 


The new first preferred, aside from carrying a lower dividend 
rate, would be cumulative only to the extent of 15% instead -of 
the unlimited cumulative feature of the present first preferred, 
The new second preferred would be non-cumulative, the same as 
the present second preferred and would carry the same dividend 
rate. It would be convertible into common on a share-for-share 
basis, the same as the present stock. 

The amount of first preferred stock outstanding would be in- 
creased from 177,420 to 248,388 shares but the dividend require- 
ment would remain unchanged due to the reduced rate on the 
new shares. The second preferred would be outstanding at 182,765 
shares compared with 61,382 shares now outstanding, and the divi- 
dend requirement would increase from $245,528 annually to $731.,- 
060. Common stock would be increased from the present 532,869 
shares to 875,726 shares. 

The best that Western Maryland has been able to do in the 
way of earnings in the past ten years was a net of $6,100,000 after 
taxes in 1948. On the present capitalization, and without considera- 
tion of preferred dividend arrears, this worked out to $8.66 a com- 
mon share. With the proposed sharp increase in preferred dividend 
requirements the record net of 1948 would be cut to approximately 
$4.70 on the larger amount of common proposed. Earnings are 
not expected to even approach that level this year. On the basis 
of the obvious difficulty in arriving at any feasible plan to take 
care of the back dividends on the first preferred without ruinous 
dilution of the junior stocks the second preferred and common 
hardly appear to have real attraction. 


‘We Can Hope! 


“The examination of contemporary American 
foreign policy, in the light of such studies (as those 
planned at the University of Chicago) will show the 
slow and painful process by which the national 
interest has freed itself—or to what extent it has 
failed to free itself—from utopian standards of the 
past. 

“Such an understanding of the relation of reality 
to American foreign policy is particularly important 
from the point of view of political practice. Only 
by such clarification can the distinction be made 
between those objectives that must be pursued 
regardless of cost and risk because they are vital 
to the interests of the United States and those de- 
sirable but not vital and therefore subject to nego- 
tiation and compromise. 

“Such an understanding is the only way by which 
American foreign policy will be able to avoid the 
equally utopian extremes of isolation and indiscrim- 
inate intervention.’”’—Professor Hans J. Morgenthau. 


—— 


We can only hope that the work of this new 
center of study of foreign relations will bear fruit 
quickly inthe form of a better informed and more 
rational attitude on the part of many American 
citizens. 
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T. Arthur Nosworthy, President 
of the Bronx Savings Bank of 
New York has announced the elec- 
tions of William H. Grill as Assist- 
ant Vice-President and Howard G. 
Schuschu as Assistant Treasurer. 


James M. Trenary, Vice-Presi- 
dent of the United States Trust 
Company of New York, was on 
Oct. 20 elected Chairman of the 
Trust Division of the New York 
State Bankers Association. The 
election took place at the Fourth 
Annual Trust Conference, held at 
the Hotel Syracuse in Syracuse, 
N. Y. William T. Haynes, Vice- 
President and Secretary of the 
Marine Midland Group, Inc., 
Buffalo, was named Vice- 
Chairman. The Division, which 
represents banks _ with trust 
powers from 55 of the State’s 62 
counties, also elected to its Execu- 
tive Committee for a term of 
three years: Robert A. Jones, 
Vice-President, Guaranty Trust 
Company of New York; George E. 
Raymond, Assistant Trust Officer, 
The National Bank & Trust Co. 
of Norwich, N. Y.; and John W. 
Remington, Vice-President and 
Trust Officer, Lincoln Rochester 
Trust Company, Rochester, N. Y. 


as 


Robert D, Williams, Jr., Presi- 
dent and Director of Calloway 
Mills, Ine., has been elected to 
the Advisory Board of the Fifth 
Avenue at 29th Street Office of 
the Chemical Bank & Trust Com- 
pany of New York according to 
an announcement by N. Baxter 
Jackson, Chairman. Mr. Williams 
is also Vice-President and Di- 
rector of Callaway Mills Co. at 
La Grange, Georgia, and a Di- 
rector of the Association of Cotton 
Textile Merchants. 

Willard G. Hampton, Vice- 
President and General Manager of 
the Brooklyn and Long Island ter- 
ritory of the New York Telephone 
Company, has been appointed a 
member of the advisory commit- 
tee of the Hamilton Trust Branch 
at 191 Montague Street, Brooklyn 
of the Chase National Bank of 
New York. 


Irving Trust Company of New 
York, announces the election of 
Allin B. Crouch to the office of 
Vice-President and Comptroller. 
Mr. Crouch, now Assistant Comp- 
troller of General Electric Com- 
pany at Schenectady, N. Y., will 
take over his new post on Nov. 15. 


Manufacturers Trust Company 
of New York announces that 
Charles H. Jones, Vice-President, 
has in addition to his regular 
duties, been designated as Senior 
Officer in the bank’s Investment 
Department. Mr. Jones became as- 
sociated with the Manufacturers 
Trust Co. in 1932 when The 
Chatham Phenix National Bank 
& Trust Company was merged 
with Manufacturers Trust Co. He 
was made an Assistant Vice- 
President at that time, and was 
promoted to Vice-President in 
1936. 


Fred Berry, President of the 
North Side Savings Bank of New 
York was presented on Oct. 18 by 
Thomas V. Tozzi, President of the 
Bronx Board of Trade, with a 
scroll honoring him for his 50 
years as a banker. The scroll 
which recounts Mr. Berry’s career 
from its start in 1900 to the pres- 
ent day, was signed by leading 
figures from New York’s civic, 
business and banking circles. Mr. 
Berry started his banking career 


bookkeeper for the Wash- 
ington Bank located on 148th 
Street and Third Avenue, The 
Bronx. Advancing in his chosen 
field, he was made a_ branch 
Manager of the Columbia Trust 
Company in 1912; in 1923 the 
Columbia Trust Company merged 
with the Irving Trust Company 
and Mr. Berry was made a Vice- 
President. Mr. Berry left the Ir- 
ving Trust Company in 1925 to 
assume the Presidency of the 
Bronx County Trust Company. He 
left Bronx County Trust to take 
over the Presidency of the North 
Side Savings Bank on Jan. 1, 1946. 


as a 


The Bayside National Bank of 
Bayside, N. Y., will open a branch 
office in Little Neck early in 
January, next, it has been an- 
nounced by J. Wilson Dayton, 
President. All modern improve- 
ments will be included at the new 
branch bank building to be 
located at 250th Street and North- 
ern Boulevard. 


John W. McKeon, member of 
the law firm of McKeon & Hess, 
has been elected a trustee of the 
Ridgewood Savings Bank of 
Ridgewood, Queens County, N. Y. 
the board of trustees announced 
on Oct, 23. Mr. McKeon fills the 
vancancy caused by the death of 
former Judge Adam Christmann. 
Having received his B.A. at 
Columbia College in 1917, Mr. Mc- 
Keon enlisted in the Army and 
served with the Ist Daylight Bom- 
bardment Group in Europe until 
1919. Upon his return he attended 
New York University Law School 
and received the degree of Juris 
Doctor in 1922. He is a member 
of the Queens County Bar Asso- 
ciation, and the New York State 
Bar Association. 


The consolidation of the First 
National Bank in Medford, Mass. 
with the Middlesex County Na- 
tional Bank of Everett, Mass. was 
effected under the charter and 
title of the latter at the close of 
business Oct. 13. The Medford 
bank had a common capital of 
$400,000, while the Middlesex 
County National had common 
capital stock of $1,320,000. Ac- 
cording to the Comptroller of the 
Currency’s weekly bulletin of Oct. 
23 the initial capital stock of the 
consolidated bank will be $1,- 
520,000, divided into 152,000 
shares of common stock of the 
par value of $10 each. The initial 
surplus will be $2,500,000, with 
initial undivided profits of not 
less than $750,000. The First Na- 
tional Bank in Medford and its 
branches will be operated as 
branches of the Middlesex County 
National Bank. 


The voluntary liquidation of the 
Aquidneck National Bank of 
Newport, R. I. became effective 
Sept. 30, following its absorption 
by the Rhode Island Hospital Na- 
tional Bank of Providence. 


The capital of the Bogota Na- 
tional Bank of Bogota, N. J. has 
been increased to $150,000, from 
$100,000, the $50,000 increase re- 
sulting from a stock dividend of 
$25,000, and the sale of $25,000 of 
new stock. The enlarged capital 
became effective Oct. 6. 


Col. Edmond J. Buckley, Presi- 
dent of the Union Bank & Trust 
Co. of Bethlehem, Pa., and a Ma- 
rine Corps combat veteran of the 
Second World War, died on Oct. 
14 in the Philadelphia Naval Hos- 
pital. He was 50 years of age. 
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Philadelphia 
“Inquirer,’ Colonel Buckiey en- 
tered the banking business 1n 
Bethlehem in 1935 and was named 
President of the Union Bank & 
Trust Co. two years ago. Two of 
his sons, also Marine Reservists, 
were recently called to active duty 
but were granted 30-day exten- 
sion because of their father’s ill- 
ness. 


According to the 


Bankers have a grave responsi- 
bility of leadership in the battle 
between free enterprise and forces 
of socialism, according to speakers 
at the Annual Fall Conference of 
The Bank of Virginia held in 
Richmond on Oct. 12. Theme of 
the one-day conference was “Re- 
sponsibility of Banks in Preserv- 
ing the Private Enterprise System 
at the Local Level.” Clark L. 
Kelly, Vice-President of The Bank 
of Virginia in charge of corre- 
spondent banks, presided. At- 
tending were bankers from Vir- 
ginia, Maryland, West Virginia 
and North Carolina. Clinton B. 
Axford, editor, the ‘American 
Banker,” was a luncheon speaker. 
J. Carlisle Rogers, Vice-President 
of the First National Bank of 
Leesburg, Fla., told a gathering 
of some 200 bankers that govern- 
ment security is the road to gov- 
ernment slavery. The President 
of the Florida Bankers Association 
further declared that, “‘We can 
have absolute security by allow- 
ing government agencies to come 
in and take over, but in so doing 
we lose our freedom and rights.” 
T. Coleman Andrews, of Rich- 
mond, President of the American 
Institute of Accountants, spoke on 
“Safeguarding the Liquid Wealth 
of the Community.” W. Albert 
Hess, Executive Director, Con- 
sumer Bankers Association, dis- 
cussed “Regulation W.” 


The story of commercial bank- 
ing at it serves business, industry 
and the gencral public today has 
been presented in a sound motion 
picture, “Beck of Every Promise,” 
produced for the Continental IHli- 
nois National Bank and Trust Co. 
of Chicago, by Wilding Picture 
Productions, Inc., also of Chicago. 
This picture was made as a public 
service by the sponsor, and loan 
copies of the film are available 
to interested groups on request. 

A proposal to issue a 100% 
stock dividend and to reduce the 
par value from $100 to $25 a share 
will be submitted to stockholders 
of City National Bank & Trust 
Co., Kansas City, Mo., at a special 
meeting, Nov. 22. Under this 
plan the capital of the bank would 
be raised from $2,000,000 to $4,- 
000,000, which would increase the 
number of shares from 20,000 to 
40,000. Following the increase in 
capital stock, the 40,000 shares of 
$100 par value stock would be 
immediately converted into 160,- 
000 shares of $25 par value stock. 
The net result would be that each 
present stockholder would receive 
eight shares of new stock for each 
of his former shares. The capital 
structure, after the changes would 
be: capital and surplus, $4,000,000 
each; undivided profits, $1,142,049; 
and reserves, $587,459. Of the 
total invested capital, based on 
Oct. 4 condition statement, of $9,- 
729,508, all but $400,000 has been 
earned. This in addition to 
dividends paid since 1919. The 
bank paid a 100% stock dividend 
in 1948. Two previous stock divi- 
dends were paid. The bank pays 
$6 a share on the present stock. 

Cyril J. Jedlicka, Vice-Presi- 
dent of the bank, in charge of its 
instalment loan department, is 
making a series of talks on credit 
for the lumber industry. 


is 


The directors of California 
Trust Co. of Los Angeles have 
elected C. J. Fuglaar, Auditor; 
Golden R. Larson, Treasurer, and 
Alfred Eckhardt, Assistant Treas- 
urer, it is announced by Frank H. 
Schmidt, President. Mr. Fuglaar, 


a member of the trust company’s 
staif since 1¥23 and former ‘lreas- 
urer, succeeds as Auditor F. J. 
3oulton, resigned. Elected Assis- 
tant Treasurer in December, 1949. 
Mr. Larson came with the com- 
pany in May, 1949, after a number 
of years’ experience in banking 
and in executive capacities with 
the Federal Deposit Insurance 
Corp. and the War Assets Admin- 
istration. Mr. Eckhardt was an 
accountant with the Guaranty 
Trust Co., New York, for 12 years 
before joining the trust company’s 
staff in October, 1947. 


Stockholders of the Novato 
Bank, of Novato, Cal., by an over- 
whelming majority, have approved 
a merger with the Central Valley 
Bank of California, it was an- 
nounced at Novato on Oct. 19 by 
George D. Morrison, Casnier. Si- 
multaneously, Charles P. Par- 
tridge, President the Central 


of 
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With Hamilton 
Special to Tue Fr: J i 

DENVER, Colo. Herbert Ber- 
ger and George L. Sieber are now 
with Hamilton Manage.nent Corp., 
Boston Building. 


Managem’t 


: E ¢ 


Lyon-Raymond Corp. 
GREENE, N, Y. Lyon-Ray- 


mond Corp. is engaging in a secu- 


rities business here. 


... Thursday, October 26, 1950 


Valley Bank, revealed plans for 
alteration and improvement of the 
Novato bank’s present quarters. 
He added that all personnel will 
be retained and the staff aug- 
mented by the addition of Ernest 
Hail as Manager, Ciem Forni as 
Assistant Vice-President in 
charge of the Dairy and Livestock 
Loan Division and C. Robert 
Partridge. 

In keeping with the growth of 
the city, an increase in tae capital 
stock of the Natienal Bank of 
Commerce of Seattle, Wash., prin- 
cipal subsidiary of Marine Bancor- 
pora‘ion, from $3,000,000 to $4,- 
000,000 has been approved, subject 
to the approval of the Comptroller 
of the Currency. An increase in 
ine bank's surpius trom 959, .UU,0UU 
to $10,000,000 was also approved. 
The Oct. 4 statement of the bank 
showed total capital funds in ex- 
cess of $23,000,000. 


Dwight Miller Opens 


Dwight D. Miller is 
a curities business 
at oe West 140th 
York y. 


FE. C. Huyck Sons 
RENSSELAER. N. Y. Fh 
Huvck & Sons 1s 
securities business 
he re, 
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Successful 
ability to make sale. By 
securities that will not come 
Selling the wrong type of 
the right securities but at the 
ties to 
incidents which 
business. The 
vears of effort 


ecurities 


stay “put” long 
to 
lone-term 
to 


too 
secim be 
established 
It was once said that the 
is about five years. I don’t 
continuous deterioration and 
However, the 
this time, is to 
which form the backbone 
ness reversal, if ane 


Sary. 


at 


immain 
find a 


91 


lock should o! be 
you make to your clients. 
we are now sitt! 
period of inflationary 
history. Some day 
of major proportions. 


COUTSE your 


business 
tnere must 


This 


Securities Salesman’s Corner 


JOHN 


selling 
tnis, 
back 
securities to the 
wrong time, allowing some 
these 
part 
eycles 


custome 


guide as to the 
But it is only prudent to re: 
ig right on top of the longest and most intensified 
and 

come 
vill happen unless the entire course 
of human history has been changed. 
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involves 
I mean 


more than th 
that you must also 
some day and “bite you.” 
wrong people, selling 
securi- 
the almost unavoidable 
parcel of the securities 
along and can wipe out 
goodwill. 


mere 
sell 


are 
and 
COI_eé 


life of a security salesman’s clientele 
know if 
‘onstant 
consideration 
nethod 
your business against a major busi- 
when one takes place. 
Your own opinions regarding 


this is true, but thers 
rebuilding is always 
which seems 
protecting 


1s 
neces- 
uppermost 


of those accounts 


the business and econcimic out- 
recominendations 


lize that 


in our 
readjustment 


monetary expansion 


an economic 


Without being alarmist 


all 


or taking a positive position either way, isn’t it possible to put 
some of your customers in as strong a defensive position as they 


afford at this time 
some extent in 


can 


to attractive 


they understand the purpose of arranging their affairs in a 
logical 


iz-nt it a 
with 


sible manner 
clients lef* 
ccilapse? 
ditions remain vcood 
if reverses come 
values. 
Admittedly. 


buying power 


still 
ave 


they 
thev h 


heard of one investor wh 
about 75 difterent-eommon 
broker bought them and 
This investor wanted it his way 
perpetual opiimists, including 


and hope for the best. 


ind meanwhile keep them still 
vet 


and 
By hedging in this manner you win both ways— it 
hold 
assets 


there are all kinds of security buyers. 
those who give you.orders and do not wish suggestions. 
told 
stocks 
collected 


those 

top dollar out of every market swing, 
suggestions of coil$@rvatism and caution. 
can do in such cases but let these customers have their own 


nvested 


volatile situations? At least. if 
sen- 


that 
even 


conclusion 
courage 


you will have 
after a severe 
con- 
stocks, 
dollar 


some 


that 


good 
will 


common 
retain their 


There are 
I just 
broker to invest $35.000 in 
which he had selected. The 
some substantial commissions. 
he got it! There are also the 
who want to take the last 
and others who resent any 
There isn’t much you 
way 


his 


Your other clrents, however, might be very much interested 
in an invitation to~come into your office where you can discuss 


their investment position in its entirety with them. 


You might 


even find it desirable to schedule a few interviews in the evening 


in your own office. 


You can really get at the facts and 


work 


out a constructive relationship with a customer at a time like that. 
Among your presént accounts there are probably some who are 


doing business wifh several other firms. 


opportunity to control all the 
handled properly. 


The retail seeurities 


business 


This could give you an 
business if the interview was 


is such that, no matter what 


happens, and with all ot its ups and downs, you can always find 
a-constructive reascn for doing business. The majority of people 
are reasonable and they do not expect the impossible, but there 
is one thing they will value above all else, and that is a sincere 
appreciation of their position and their problems. It will pay in 
the long run to build as solid!v as possible now. 









Volume 172 





Elementary Facts for 
The Untutored Investor 


By CARL SCHICK* 

Director of Public Relations, 

San Francisco Stock Exchange 
Mr. Schick calls attention to widening participation in invest- 
ments by public, and explains some elementary facts regarding 
nature of various classes of securities. Says goal when making 
investments is to secure safety and fair income return. Lists 
reference books which may assist in understanding of securities. 


Today approximately one mil- 


inal price, rather than a fraction 
lion 


people are stockholders in Of it as they are today. 
American Telegraph and Tele- Do not blame the founders of 


phone Company, and this is only such a company if you risk your 





a fraction funds in a similar venture, for 
of the story. they are much greater losers pro- 
More than portionately than you. You area 
$3 lo billion speculator when you risk funds in 
worth o | such an undertaking. 

bonds and ? 

debentures of Two Goals: Safety and Return 
the Bell Svys- As an investor, you have two 
tem are out- principal goals: Safety and return. 
setandind Une conflicts with the other. An 
of which huge investor is primarily interested in 
blocks are income and safety of principal 
held by in- while a speculator looks for an 
surance com- appreciation in price. 

panies and The corporate form is one of 
financial the most common types of busi- 
institutions as Carl Schick ness. We are primarily interested 
well as by in companies in business for a 
individuals, Undoubtedly, most nrefit although there are also 
of you in the audience have life religious, non-profit corporations, 


insurance policies and a part ol 
the premium you pay is invested 


eve. 


Securities issued by corpora- 


in securities of the Bell System. tions fal! into two broad classes— 
It would probably be going boss stocks and bonds. 
far to say that all policy holders 

‘OEE Py rap A nag A re +f Bonds are issued by govern- 
of life insurance have an interest tiga “ne ; descents 
7 ‘ i ication ; a4n., ments, states, cities and corpora- 
in the Bell System through such ,. i ts mada a we 
investments. but it is not incon- tions. or the yurposes Of 11S 

abl tl at it ox uld run into lecture, bonds discussed will be 
celvi » tha ‘oul un t “shea! ; 

ee m : limited to those issued by cor- 
several million persons. SP 

abe i ” ‘iad porations. 

Seriously speaking, 1lowever, “4 ; 

: a I h fe tonight to Bonds represent a fixed in- 
a & = pendy Roeredy a | debtedness of the issuer they 
get a bette! GRCCE ENE IAS : oe have a date of maturity and a set 
securities One point I should . ' ‘ : : 
a — — " : gy i reg oe interest rate. Bonds can really be 

ce ! SS ) \ S . 

: ec © nde “9 Pah per wre likened to a mortgage on your 

s ( a r easier to get ¥ ' , He F 
7 = Bo any ™ : Acat 4 home, the prime difference being 
quick” in the stock market than in ent Gi vale ene dee teen 

7 A ree y « : . a i¢ pd 
any weer agg Pee busines You institution carn supply all of the 

St alize na any business “ae , 

— Ps 4 ' bat ny es ~~ funds whereas in most large bond 
seam ik edie "Tt is aabhe iy 1) GE~ issues a great number of institu- 
gree Of risk. ) { re sea u tO tions and individuals participate 

- 1] ' al as UU we amMoul Ol] 4 . ‘ 
the indiy seer Mes om . our’ ©" to the extent of a thousand dollars 
risk he is willing to assume. Last (4) ceyveral million dollars. Most 
week some one from the audience }onds are backed by a mortgage 
askea what amount vite ve “ which can be either open-end 
talr ret in on ef aver as, (that is subsequent bond issuss 
folio. Again [I repeat that ths may be covered by the mortgage) 
depends on the individual and the 4, closed-end (which does not 
amount of risk he is willing to pe it additional bonds under the 
accept. same mortgace). 

The well known corporations Pacific Gas and Electric Com- 
with a long establishe d dividend pany has approximately $500 
record obviously will sell at @ jjijjion in bonds outstanding it 
lower yield than a new enterprise cgerjes which run from “I” in the 
which has not paid any dividends. alphabet through “S.” These 


A great number of the prospec- boncs all are covered by an open- 


tuses issued in connection with end mortgage and were issued at 
new issues today bear the ad- dij‘ferent times as well as at vary- 
monition. “This is a speculativ’ ing rates of interest. 

issue.” To illustrate what this Most bonds issued today are 


means, let us take the example ol! 


ie callable. The issuing corporation 
a new mining venture whose se- 


may redeem or call them, usually 


curities were offered for sale. at g premium, before the maturity 
Preliminary exploration rig and date. 
diamond drilling indicated a large, ;, Poe ee... re a 
rich ore body. A corporation was . mt ee per pgp thaccntn TShggrs x 4 pet 
formed and securities were sold to [Saas © Pepe s Se sy 
secure funds to develop the min additional bond issues would be 
cure ids to deve >mine. ;; Pracsoes 
wee er ene progressed as_ pre junior to, or follow, the earlier 
4 > i g as Pe] ~ a> _- . 
. : ee . issue. 
dicted by the mining engineers . , 

. > ° +a » , > © . 
until a cross-cut from the mine ¥ ou undoubtedly have also 
shaft was started out to the ore heard of debentures. A debenture 
body. Suddenly a large subter- }5 merely a promise to pay back 


ranean supply of water was en- borrowed funds and is not backed 





° im hw - ‘tonve Incific Tele- 
eountered, All available pumps up bv a mortgage. Pacific rele 
were used avid additional pumps Phone and Telegraph Company 
installed, but the water problem has various issues of debentures 
was too great I relate this Outstanding in the total amount 
example to you to bring home the of $400 million. 
risk involved in such an under- Yo not be misled into thinking 
faking. Had the water problems hat a bond is always safer than 

td a debenture In order to sell a 
not arisen the securities of the Jarge debenture issue a corpora- 
company probably would be con- tion must enjoy a very high credit 
siderably higher than their orig- rating. 

- Then we have convertible de- 
“A lecture by Mr. Schick at the second hentures American Telephone 
meeting of the Lecture Series on Securi- eT} . : Americe ¢ pn . 


ties of the San Francisco Steck Exchanze 
in cenjunction with the Adult Educational 


amount of 
Program of the San Francisco Public 


this medium. 


Vast 


through 


School System, San Francisco, Calif., Oct. 
10, 


1950. 





and Telegraph Company has done 
financing 
After cer- 
tain dates the holder, on the pay- 
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ment of additional funds in the 
casesof American Telephone, may 
convert the debentures into cap- 
ital stock. This is often profitable 
to thevdebenture holder and in 
some instances entire issues have 
been converted. Phillips Petrol- 
eum Company and _ Southern 
Pacific Company have secured 
huge sums through convertible 
debentures this year. 

Some companies on the issuance 
of bonds or debentures obligate 
themselves to set aside certain 
funds each year in order to pay 
off the issue at maturity—this is 
known as a sinking fund. 

Bonds and debentures are issued 


in either coupon or registered 
form. Coupon bonds are in 
bearer form and coupons are 


clipped on interest dates and then 
presented for payment. Regis- 
tered bonds are registered in the 
name of the holder and interest 
payments are sent to the holder 
by check. 

Corporate Stocks 

Corporate stocks represent own- 
ership in the corporation and in 
the case of liquidation they share 
only after bondholders and cred- 
itors are satisfied. It represents 
an equity in the company and is 
comparable to the down payment 
you make on a home when you 
purchase it. 

One of the most confusing terms 
to the lay person is “par value.” 
Par value at one time had a direct 
relation to the original offering 
price of securities. Today there is 


little relation between = selling 
price, or book value and_ par 
value. For example, American 
Telephone and Telegraph has a 


par value of $100 and is currently 
selling at 150'4, General Motors 
has a par value of $5 and is selling 
at 52%4 and Pennsylvania Railroad 
with a par value of $50 sells for 
19%, while General Electric, a no- 
par-value stock, closed today at 
48'4. 

Corporate stock is divided into 
two main classes: Common and 
preferred. 

Preferred stock is usually pre- 
ferred as to dividends; that is, a 
set amount of dividends must be 
paid before any dividends can be 


paid to holders of the common 
stock. Also, dividends on pre- 
ferred stock are usually cumu- 
lative and if not paid in any 


given year they must be made up 
in full before any dividends can 
accrue to the common stock. Pre- 
ferred stock may also be partici- 


pating—that is, after payment of 
the usual dividend rate to the 
preferred and of a_ designated 


amount to the common stock, pre- 


ferred stockholders will receive 
additional funds. Look to the 
preferences set forth in the 
articles of incorporation of the 


company to find out exactly what 
you are getting. 
Convertible preferred stocks are 


issued in some instances, such as 
Crown Zellerbach Corporation, 
General Paint Corporation and 
Southern California Edison Com- 
pany, all of which have such 
stocks outstanding. Crown Zel- 


lerbach has recently called all of 
its outstanding issue of convert- 
ible preferred stock. At the call 
price of $102.50 per share plus 
accrued dividends, obviously little 
will be left to be called when the 
stock can be converted into three 
shares of common stock which are 
worth approximately $42 a share 
or the equivalent of $126 for each 
share of the preferred. 

Most preferred stocks that are 
issued today are callable and may 
or may not have voting rights. 


After all the various types of 
bonds and preferred stock com- 
binations that are possible, there 
is the common stock. Some com- 
panies may have some or all 
types of securities outstanding 


while others have only a common 
stock issue outstanding. 

The common stockholders 
usually considered the owners of 
the business and normally have 
full voting rights as to the elec- 


are 


tion 


of directors. There is no 
callable feature. Earnings of the 
corporation after all prior re- 


quirements of interest and pre- 
ferred dividends, are considered 
the property of the common 
shareholders. This does not mean 
that all such earnings will reach 
the shareholders in the form of 
dividends, as normally a portion 
or all of these earnings will be 
retained in the business. 

Sometimes there will be dif- 
ferent classes of common stock, 
such as Class A and Class B, with 
one class having the voting rights, 
but being the equal of the other 
class in all other respects. 

Many of you have’ probably 
wondered what is meant by stock- 
splits. There have been a num- 
ber of such instances in recent 
months. Probably one of the most 
outstanding examples was the 
recent split of General Motors 
common stock. Stockholders re- 
ceived two shares of $5 par value 
stock for each share of $10 par 
value stock. All things being 
equal, this does not mean a 
change in your _ proportionate 
holdings in the company. It does 
give it better marketability and 
tends toward wider distribution 
of the stock since many people 
will buy a stock at $50 per share 
who would not at $100 per share. 
Split-downs are just the reverse 
and mean that a smaller number 
of shares are outstanding after 
they occur. 

Stockholders sometimes receive 
benefits other than cash dividends 
which may be in the nature of 
stock dividends or rights to pur- 
chase additional shares. Through 
rights (usually only common) 
stockholders are given the right to 
purchase additional shares. For 
example, Pacific Gas and Electric 
Company this vear offered its 
common stockholders the right to 
buy one additional share of com- 
mon stock, at $30 per share, for 


each 10 shares held, This price 
represented a discount from the 
general market and stockholders 
had the choice of purchasing 
additional shares or selling the 
rights. 


Reference Books 

Now that I hope I have whetted 
your appetite for more knowledge 
of securities, and in answer to 
requests for the names of some 
good reference books on the sub- 
ject for further information, here 
are a few suggestions: 

“Investment Analysis,” John H. 
Prime, Professor of Finance, New 
York University. 

“The Intelligent 
Benjamin H. Graham. 

“The Theory and Practice of 
Earning a Living,” John Wharton. 

‘How to Lay a Nest Egg,”’ Edgar 
Scott, published by John C. 
Winston Co. 


One thing to look for in any 
reading is to be sure that it is a 
recent publication, otherwise there 
is the danger of constant change. 

Any reference to specific se- 
curities has been purely for the 


Investor,” 


purpose of illustration and does 
not mean a recommendation to 
buy or sell the securities men- 


tioned. Opinions stated are purely 
my own and are not necessarily 
the views of my employers. 


Represents First Secs. 


AHOSKIE, N. C.—Joseph H. 
Thigren is representing First Se- 
curities Co. of Durhain, N.C., from 
offices at 231 Maple Streel. 


Represent Joe McAlister 
GREENVILLE, S. C.—William 


Allison and Courtenay Anderson 
are representing Joe McAlister 
Co., 3 South Church Street, in 
North Carolina. 


Now Goulet & Co. 


William E. Goulet is now doing 
business as Goulet '& Co., 25 Broad 
Street, New York City, in part- 
nership with E. F. Goulet. 
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Scribner Named 
To Head Ass’n 
Of S. E. Firms 


Joseph M. Scribner, senior part- 
ner of Singer, Deane & Scribner, 
Pittsburgh, Pa., has been nom- 
inated 1951 President of the Asso- 
ciation 
of Stock Ex- 
change Firms, 
and Maynard 
C. Ivison, of 
ABbUwwetT: 
Proctor & 
Paine, New 
York, BE&s 
been nomi- 
nated as First 
Vice Presi- 
dent; Ralph 
W. Davis, of 
Paul H. Davis 
& Co., Gni- 
cago, as Sec- 
ond Vice- 
President; and 
F. Warren Pershing, of Pershing 
& Co., New York, as Treasurer, it 
has been announced. 

Election of officers will take 
place at the Annual Meeting of 
















































































































Joseph M. Scribner 


the Board of Governors of the 
Association to be held on Nov. 
15 and 16, 1950, at the Waldorf- 


Astoria Hotel in New York City. 

The Nominating Committee of 
the Association has also named 
the following for membership on 
its Board of Governors: 

Nominated for their first terms: 
Henry I. Cobb, DeCoppet & 
Doremus, New York; Roger Cor- 
tesi, Auchincloss, Parker & Red- 
path, New York; Richard W. 
Courts, Courts & Co., Atlanta; 
Reginald W. Pressprich, Jr., 
Pressprich & Co., New York, and 
Sewell M. Watts, Baker & Watts 
& Co., Baltimore, 

Renominated were Ralph W. 


Davis, Paul H. Davis & Co., Chi- 
cago: Russell E. Gardner. Jr., 
Reinholdt & Gardner, St. Louis: 


Maynard C. Ivison, Abbott, Proc- 
tor & Paine, New York; F, War- 
ren Pershing, Pershing & Co., 
New York: Frank C. Trubee, 
Trubee, Collins & Co., Buffalo: 
Hans A. Wildermann, Carl F. 
Loeb, Rhoades & Co., New York: 
Phelps Witter, Dean Witter & Co., 
Los Angeles. 

Named for the next nominating 
committee were Eugene Barry, 
Shields & Co., New York; William 
E. Huger, Courts & Co., Atlanta; 
James M, Hutton, Jr.. W. E. Hut- 
ton & Co., Cincinnati; George R. 
Kantzler, E. F. Hutton & Co., New 
York; Philip Nash, Nash & Co., 
New York. 


Harry H. Moore Passes; 
Hallgarten Partner 


Harry Haight Moore, a partner 
in the international banking firm 
of Hallgarten & Co., died at his 
New York City residence last Fri- 
day at 77 years of age. 

Mr. Moore from 1933 to 1941 
was a governor of the New York 
Stock Exchange of which he was 
a member since 1909 and served 
as Chairman of several of the 
Stock Exchange’s committees. 

Mr. Moore started his Wall 
Street career as Secretary to the 
late A. H. Boissevain and was a 
partner of the old firm of A. H. 
Boissevain & Co. until its merger 
with Hallgarten & Co. in 1925. 
Mr. Moore was formerly a di- 
rector of the Anaconda Copper 
Co. and the Chili Copper Co. 


Rochester Securities 
ROCHESTER, N. Y.—C. Edward 
Coughlin is now doing business 
under the firm name of Rochester 
Securities Co., 272 North Street. 


me te 


Henry Cone, Jr. 


Henry Cone, Jr., member of the 
New Ycrk Stock Exchange, died 
at the age of 55. 
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British Defense Economy 


By PAUL EINZIG 


Commenting on Britain’s rearmament efforts, Dr. Einzig fore- 

sees difficulties in expanding arms production because of 

inadequate facilities and tight manpower situation. Says 

troublesome aspect of situation is possibility of steep increase 

in wages, and looks for restoration of physical controls of 
wartime severity. 


LONDON. ENGLAND — The three days’ debate on national 
defense in the House of Commons on Sept. 12 to 14 gave some 
indication of the trend of Britain’s defense economy. Although 
the government was subject to much criticism on account of the 
delay in its decision to embark on rearmament 
on a large scale, and in some directions a 
lercer effort was urged, the grand total of the 
intended expenditure of £3,600.000,000 during 
the next three years has not been criticised as 
inadequate. The gradual increase of the de- 
fense budget as rearmament is expected to 
get into its stride was described even by 
Opposition speakers as formidable. To revert 
to the often-quoted formula of ten years ago, 
even though the rearmament drive may be 








considered “too late” it is certainly not con- 
sidered ‘“‘too little.’ Bevond doubt, it is the 
biggest rearmament effort ever undertaken by 
Britain in time of peace. It has always been 
a British tradition to neglect national defense 
between wars, on the assumption that after the 
outbreak of a war there would be enough 
time for rearming, thanks to the protection 
provided by the channel that separates the British Isles from the 
mainlard of Europe. This time it is realized, however, that in the 
changed circumstances eveii the Atlantic or the Pacific would be 
inadequate for protection against devastating modern weapons, 
and that the narrow stretch of water between Dover and Calais 
could certainly not be relied upon as in past wars. Hence the 
determination to rearm in time of peace. 

Admittedly, expressed in terms of divisions, even the increased 
effort is far from adequate. But it would have been idle and 
unrealistic to increase the amounts earmarked for defense by 
further billions. For it is bound to take some years before the 
arms industries can achieve full output, and in the meantime the 
government would not be able to spend much more than the 
amount already earmarked. Indeed, as far as the current finan- 
cial year is concerned, the amount of additional expenditure is 
expected to be so small that the government does not even con- 
sider it necessary to introduce an autumn budget in order to pro- 
vide the corresponding amount of revenue. For the arms ordered 
today are not likely to be delivered until well after the close of 
the financial year on March 31, 1951. 

The absence ot an autumn budget must be taken as an indi- 
cation that the government has abandoned the principle of a 
balanced budget as a result of the increase of defense expendi- 
ture. It is the government’s present intention to increase revenue 
to cover that part of the cost of rearmament which will not be 
covered by American assistance. This is considered essential from 
the point of view of the success of the rearmament drive, because 
unless an amount of purchasing power corresponding to the in- 
creased expenditure is neutralized by means of higher taxation 
there is bound to be an excessive demand for civilian goods. In 
view of the intended diversion of some 250,000 workers from 
civilian to military production, it is indeed essential to curtail 
civilian demand. The government does not intend to attain this 
by restoring rationing and controls, though the possibility of hav- 
ing to do so is not overlooked. Nor does the government intend 
to revert to the old-fashioned method of curtailing purchasing 
power by means of high interest rates and generai credit restric- 
tions In the circumstances high taxation appears to be the only 
means. 

Unfortunately, taxation in Britain is already at a level which 
is bordering the prchibitive. Some months ago Sir Stafford Cripps 
stated that since the war taxation has been reduced by some 
hundreds of millions of pounds per annum, and that therefore 
there is a scope for a corresponding increase of taxation to finance 
rearmament. What he appeared to overlook was that such an in- 
crease would tend to discourage production at a time when it is 
essential, from the point of view of the rearmament drive. to 
provide every possible incentive and to avoid disincentives. The 
public may not be willing to exert itself in time of peace if 
burdened with wartime taxation. However, as and when the 
dangers of the situation are realized this difficulty may be over- 
come. By the time rearmament expenditure has assumed con- 
siderable dimensions the publie may have become psychologically 
prepared for shouldering its financial burdens. , : 

A much more worrying aspect of the situation is the pos- 
sibility of a steep increase of wages. In the course of the debate 
the Minister of Economic Affairs, Mr. Hugh Gaitskell, pointed out 
that, in order te secure a better response to recruiting, the pay 
rates for the three fighting services had to be brought in line 
with the increase of industrial wages since the end of the war. 
At the same time he appealed to the industrial workers not to 
regard the increase of service pay as a signal for correspondinig 
wage demands, for the granting of such demands would simply 
restore the old state of affairs under which the relatively high 
level of industrial wages had diverted men from the armed forces 
to industry. Mr. Gaitskell appealed to the trade unions to mod- 
erate their wage demands. His appeal followed close on the 
decision of the Trades Unions Congress to disregard the govern- 
ment’s wage-freezing policy. It remains to be seen. however, 
whether the government will be able to dissuade its supporters 
to take full advantage of the increase of the scarcity of labor 
through rearmament. In this respect present 
none too encouraging. 

Sooner or later the government may have to realize that it 
is not enough to exhort the public to work harder. to consume 
less, and to be content with lower wages than they would be 
able to secure on the basis of the law of supply and demand of 


Dr. Paul Einzig 


indications are 


they 
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labor. Even though the increased evidence of danger may induce 
the messes to accept some sacrifices and to exert themselves for 
the sake of survival, voluntary sacrifices and self-denial may not 
be sufficient to meet requirements. Even if the entire additional 
purchasing power pumped in circulation through rearmament 
should pve withdrawn through higher taxation, it would not in 
itself obviate the danger of inflationary increases of prices and 
of depletion of stocks of consumers’ goods. For additional pur- 
chasing power will be created not only by the government and 
producers of arms but also by vroducers of civilian goods and 
employers in general, by yielding to pressure for higher wages. 
It would be both financially and politically impossible to raise 
taxation to a level at which it would absorb that additional surplus 
of purchasing power. 

The only possible answer to the problem in the long run is 
the restoration of physical controls of wartime severity. This 
could be done now while supplies in many civilian goods are still 
pientiful, or later, after these supplies have been depleted. Pos- 
sibly a Conservative government would be tempted to follow the 
example of several continental countries which are engaged in 
disinflating or deflating through high interest rates and credit 
restrictions. But this remedy would be politically impossible 
under a Socialist government. Even a Conservative government 
would find itself confronted with stiff resistance if it were to 
resort to the devices which have come to be regarded in Britain 
as hostile to ihe vital interests of producers and consumers alike. 

The difficulties of the economic aspects of rearmament were 
not brought out sufficiently during the debate by government 
spokesmen. Yet from the point of view of the American reactions 
to the scheme of American assistance to British rearmament it 
would have been wiser if they had not spoken entirely for home 
consumptien. It is true. from a budgetary point of view, Britain's 
position compares most favorably with that of the United States. 
On this ground American financial assistance to Britain might 
be subject te criticism in Congress or in the American press. 
Yet. on the other hand, the United States are in an incomparably 
more favorable position in almost every other respect. They have 
an unemployed labor reserve which is available for absorption in 
rearmament, while in Britain there is already over-full employ- 
ment even in the absence of rearmament. They have larger sur- 
pluses of supplies of civilian goods and of raw materials in general. 
They have a much higher standard of living which could be low- 
ered in the interest of rearmament without thereby reaching or 
even approaching the bare subsistence level which in the case 
of lower-paid workers in Britain is not very remote. Above all, 
the United States could afford it easier than Britain to put up 


with a deterioration of their international balance of payments. 
Last but by no means least, the American working classes are 
more effectively inoculated against the germs of Communist in- 
filtration to which the British working classes would be exposed 
to some degree in case of a major deterioration of their standard 
of living. 
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Monetary Policy in the 
International Economy 


need for buying essential ments difficulties many 


foreign 


American goods and services. In- 
sofar as the monetary policies of 
the non-dollar nations permit the 
expansion of exports, they con- 
tribute decisively to progress to- 
ward freedom in_ international 
economic relations, and thus to 
the achievement of one of the 
prime goals of our own interna- 
tional policy. 

International effects of U. S. 
monetary policy—Our economy is 
less dependent than most other 
economies on monetary condi- 
tions in other countries, but mone- 
tary developments here often de- 
termine economic development 
abroad. For example, the slight 
recession here in the first half of 
1949, which made little impression 
on domestic consumption, consid- 
erably affected the international 
trade of some foreign countries. 
In the view of some observers, it 
even influenced the timing of the 
devaluation of the pound sterling 
and many other currencies in 
September, 1949. Many countries 
have to rely upon vital imports 
from the United States, and upon 
their ability to earn the dollars 
needed for that purpose by means 
of exports. A recession that cur- 
tails our foreign purchases makes 
it more difficult for other coun- 
tries to buy our foodstuffs, raw 
materials, and machinery, upon 
which their domestic welfare de- 
pends. On the other hand, any 
serious inflationary development 
in the United States tends to raise 
the prices of our domestic prod- 
ucts faster than those of our im- 
ports. It thus tends to worsen the 
terms of trade of foreign countries 
that need our products, thereby 
endangering their economic stabil- 
ity. For instance, the rise in U. S. 
prices from 1946 to 1948 consider- 
ably increased the balance-of-pay- 


countries were already having. 


Monetary Policy in the Present 
Emergency 
Developments since the middle 
of 1950 have clearly shown the 
impact of international events on 
monetary conditions and policy in 
the United States. ; 
Before the attack on South 
Korea, our most difficult postwar 
financial adjustments appeared to 
have been made. Now we must 
again build up our. defenses 
against inflation. Rearmament will 
divert much of our manpower and 
material resources to the produc- 
tion of goods which, although vital 
to our survival, will not be avail- 
able for puchase by civilian con- 
sumers. At the same time, the 
expanded defense activities will 
increase the purchasing power of 
the population. Either of these 
factors could easily build up seri- 
ous inflationary pressure. Mone- 
tary policy has special responsi- 
bilities to avoid inflationary dis- 
turbances at a time when eco- 
nomic instability might seriously 
impede defense against grave po- 
litical and strategic dangers. 
Monetary authorities must have 
regard for the effects of monetary 
policy on the management of our 
large public debt. The Treasury 
must constantly refund maturing 
issues, and it must be prepared 
to borrow additional money if re- 
ceipts fall short of Government 
expenditures. A rise in interest 
rates makes these operations more 
costly, it is true; but inflation, 
with its increases in prices and 
wages, wouid cost the Government 
far more. Moreover, the effect of 
inflation on every member of the 
community, and the general dis- 
turbance created by a drop in the 
purchasing power of the dollar at 
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home and abroad, would seriously 
hamper our defense effort. 

U. S. anti-inflationary policy— 
As soon as the danger of renewed 
inflation became apparent, the 
President, the Congress, and the 
monetary authorities took steps to 
counteract it. 

The Defense Production Act and 
the executive orders issued by 
the President have given the Fed- 
eral Reserve special powers to 
combat inflation in two strategic 
areas. The Federal Reserve is 
again regulating consumer instal- 
ment credit, and for the first time 
in its history is regulating real 
estate credit for new construction. 
Restriction of real estate credit 
and consumer instalment credit is 
intended to dampen the demand 
for new homes and for many dur- 
able consumer goods and thus help 
to make way for the diversion of 
strategic materials to armament 
production without inflation. 

Even before passage of the De- 
fense Production Act, the discount 
rate of the Federal Reserve Banks, 
unchanged since August, 1948, 
was raised by one-fourth of a 
percentage point in August, 1950. 
Also, the Federal Reserve System, 
jointly with the other agencies 
entrusted with the regulation of 
credit institutions, issued a formal 
request that these institutions ab- 
stain from any credit expansion 
that would interfere with the de- 
fense effort. The Federal Reserve 
Open Market Committee is direct- 
ing its operations toward restraint 
of inflationary forces. The System 
continues to maintain an orderly 
market for government securities, 
but it seeks to limit any increase 
in its holdings of government se- 
curities and to offset purchases 
made in maintaining an orderly 
market by sales of other securi- 
ties. These sales are to prevent 
an increase in bank reserves, 
which would provide the banks 
with additional funds for multiple 
credit expansion. The result of the 
System’s operations has been a 
moderate rise in short-term inter- 
est rates, a development which in 
itself tends to discourage the ex- 
tension of excessive credits. 

International repercussions— 
The recent rapid rise in effective 
demand in the United States deep- 
ly affected the international flow 
of goods and capital. The drop in 
our exports and the rise in our im- 
ports, which had been going on 
for some time, has been accel- 
erated. In August, 1950, our im- 
ports exceeded exports for the 
first time in 13 years. 

Moreover, a number of foreign 
countries have begun to take 
measures against the international 
spread of inflation. It is extremely 
encouraging to note that these 
measures do not primarily rein- 
troduce direct controls, but are 
concentrating on the instruments 
of monetary policy. Belgium, Ger- 
many, the Netherlands, and Swe- 
den, in particular, have tightened 
reserve requirements or increased 
discount rates. At least three of 
these countries have experienced 
the harmful results of direct con- 
trols for so many years that they 
have become convinced of the 
superiority of monetary policy. 
Obviously, however, the situation 
would be very much confused if 
the United States itself were com- 
pelled to reimpose direct controls. 

Prospects for the future — The 
Federal Reserve System is pre- 
pared to take further action if in- 
flationary tendencies continue. 
Quite recently, it has tightened 
its regulation of consumer instal- 
ment credit, and it has further 
limited the availability of reserves 
through its open market opera- 
tions. For obvious reasons I can- 
not tell you anything about our 
plans for the future; however, I 
can give you the assurance that 
we shall carefully consider the use 
of any anti-inflationary weapon 
in our arsenal. 

An inflationary increase in the 
supply of money stems chiefly 
from two sources: expansion of 
credit to the public, and expan- 
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sion of credit to the government 
due to a budget deficit. The ef- 
forts of the Federai Reserve Sys- 
tem serve mainly the purpose of 
keeping the private credit situa- 
tion in hand. The government 
budget must be kept as neariy as 
possible on a pay-as-you-go basis 
by means of tax legislation. In 
addition, the refunding of matur- 
ing government securities, as well 
as the fiotation of any new issues 
that may become necessary be- 
cause the yield of increased taxes 
may lag behind the rise in gov- 
ernment expenditures, should be 
so managed that the largest pos- 
sible share of the debt is sold to 
the nonbank public. 


Monetary Policy or Direct Controls 


Even with alt of these deter- 
rents in effect, it would be possi- 
ble for private spending to in- 
crease further, especially in view 
of the public’s large holdings of 
liquid assets. It would be equally 
possible for our presently planned 
level of defense expenditures to 
prove inadequate. In either event- 
uality, it would be necessary to 
impose even stricter monetary 
and credit controls and to raise 
our taxes still further. Otherwise, 
direct controls would have to be 
imposed. 

From the point of view of a free 
economy, there can be no doubt 
that avoiding inflation by mone- 
tary and credit controls and in- 
creased taxes is far preferable to 
suppressing the symptoms of in- 
flation by price and wage con- 
trols and rationing. Such a course, 
however, will need the whole- 
hearted cooperation of the pub- 
lic. Enacting higher taxes and im- 
posing ecredit restrictions are 
highly unpopular measures. If too 
many people, while applauding 
anti-inflationary policies affecting 
the other fellow, oppose all those 
that would restrict their own 
dealings, direct controls may be- 
come unavoidable. 

Price controls and _ rationing 
tend, at least in the first moment 
of their application, to give the 
impression that they hurt people 
less than strict credit controls and 
high taxes: they leave the money 


income untouched, and preserve 
the outer appearance of a stable 
price level. Actually, however, 


they undermine the market mech- 
anism: prices cease to have eco- 
nomic meaning, money ceases to 
play its economic function, and 
ration points fixed by the govern- 
ment tend to become the main 
motors of economic activity. Such 
a development would be incon- 
sistent with the principles -f in- 
dividual initiative on which our 
economic system is based, and 
should be only a last resort dur- 
ing an emergency in order to pro- 
tect our system 
danger. 


from greater 
However, if 
the public to 
inflationary 
monetary 


we can convince 
support the anti- 
endeavors of our 
and fiscal authorities, 
¢ that our economy 
will bear the burden of the re- 
armament effort without suspend- 
ing the price mechanism and thus 
impairing its efficiency. This 
burden will be a small price in- 
deed to pay for the preservation 
of our freedom. 


N. Y. Stock Exchange 
Weekly Firm Changes 
The New York Stock Exchange 
has announced the following firn 


changes: 


we can hope 


Transfer of the Exchange mem- 


bership of Robert Strasser to Jud- 
Streicher 
the 

Transfer of the Exchange mem- 
bership of the 
kan to 


consicered on 


will be consid- 


Excnange on Nov. 2. 


son L. 
ered by 


late George Shas- 
A. Shaskan will be 
Nov. 2. 
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Mark C. Elworthy Joseph T. Johnson 


John F. Fennelly 


CHICAGO, I1l.—Laurence M. Marks, senior partner of Lau- 
rence M. Marks & Co., New York investment banking and 
brokerage house, has been nominated as the next President of 
the Investment Bankers Association of America, it was announced 
by Albert T. Armitage, Coffin & Burr Incorporated, Boston, Presi- 
dent of the Association. Named with Mr. Marks are the following 
nominees for Vice-President: 

Russell D. Bell, Greenshields & Co. Inc., Montreal 

Walter W. Craigie, F. W. Craigie & Co., Richmond 

Mark C. Elworthy, Elworthy & Co., San Fiancisco 

John F. Kennelly, Glore, Forgan & Co., Chicago 

Joseph T. Johnson, The Milwaukee Company, Milwaukee 

Nominations, made by the Board of Governors, ave considered 
tantamount to election in the IBA, which will act on the ticket 
at its annual convention scheduled for Nov. 26-Dec. 1 at the 
Hollywood Hotel. Hollywood, Fla. 

Much like the incumbent IBA President, Mr. Marks has de- 
votec his entire business life to the securities business. He has 
been affiliated with but one house other than his own firm, 
founded in 1932. Upon graduxtion, in 1914, from Yale University, 
where ne was elected to Phi Beta Kappa, he entered the employ 
oi Lee Higginson & Co. Starting as a cub salesman, he assumed 
positions of increasing responsibility and was sales manager of 
the New York office at the time he withdrew to organize Lau- 
rence M. Marks & Ccoc., to engage in a general underwriting and 
brokerage business. His firm is a member of the New York Stock 
Exchanee and associate member of the New York Curb Exchange. 

Mr. Marks has a wide acquaintance in the financial community 
and has hela various administrative positions in trade groups. 
He has been active in IBA affairs since 1933: served as a gover- 
nor 1939-40; and in 1947 was elected a Vice-President, a position 
he holds today. He was either Chairman or a member of numer- 
ous Association committees and in 1941-42 served as Chairman 
of the New York Group of the IBA. 

Positions of leadership held by Mr. Marks in other organi- 
zations in the securities industry include: Governing Committee 
of the New York Stock Exchange 1934-38: governor, National 
Association of Securities Dealers 1940-42; and a governor of the 
Association of Stock Exchange Firms 1945-48. He was President 
of the Pond Club of New York 1932-33. 

in addition to heading his own firm, Mr. Marks is a director 
of Air Products, Inc., Emmaus, Pa.; Divco Corp., Detroit, Mich.; 
National City Lines. Inc., Chicago, Ill.; Shamrock Oil & Gas Corp., 
Amarillo, Texas: and is a trustee of Brooklyn Savings Bank, 
Brooklyn, N. Y. 

Much of Mr. Merks’ time and energy has been given to philan- 
thronpic work, and he has served as a director of the Brooklyn 
and Queens Y. M. C. A.; Brooklyn Bureau of Charities; Brook- 
lyn Hospital; and Travelers Aid Society of New York. In 1936 
he was Chairman of the Citizens Family Welfare Committee of 

York. 

Mr. Marks nas twice been in the military service. In the 
Mexican border campaign he served with Squadron A, New York 
National Guard 1916-17; and in World War I was Captain in the 
Fifth Field Artillery, First Division, A. E. F. He was awarded the 
Croix de Guerre and received various division and regin-ental 
citations 


New 


As a Vice-President for the past three years, Laurence Marks 
has participated in the formulation of prevailing Association poli- 
cies, including the emphasis on educational efforts, according to 
President Armitage. 

During the vast vear, he explained, the IBA has been con- 
centrating on the public education program inaugurated several 
years ago and has also been working with other segments of the 
securities business toward improving public understanding of the 
saving-investing process. Member firms and IBA groups have 
carried the procram to the grassroots through popular lectures, 
investment forums, exhibits at trade fairs, and adult courses given 
in cooperation with universities, secondary schools, and women’s 
cl 1S 


The employee training program of the Association established 
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at the close of World War II, the Boston banker added, has been 


extended to include, in addition to a formal classroom course 
offered at various universities, a correspondence course in the 
fundamentals of investment banking prepared in cooperation with 
the University of Chicago. This home-study course has just been 
announced and is open to the general public as well. 

Together with other divisions of the industry, Mr. Armitage 
continued, the IBA has supported a fellowship program that pro- 
vides university prefessors an 9pportunity to get a practical insight 
into all phases of the securities business. 

“Real progress is being made,” he declared, “but the big job 
still lies ahead.” 


(89th Annual Convention of investment Bankers 


Association of America Nov. 26 - Dec. | 


The 1950 Annual Convention of the Association will be held 
at the Hollywood Beach Hotel, Hollywood, Fla., beginning on 
Sunday, Nov. 26, and ending on Friday, Dec. 1. 

The final details of the convention program have not yet been 
fully completed anc cannot be announced at this time. There will, 
however, be a convention session each morning from Monday 
through Friday. Prominent speakers will address certain of these 
sessions, and at others forums will be held on subjects of timely 
interest. In addition to the convention sessions, there will be 
two or three meetings of the Board of Governors; and most of 
the national committees of the Association will hold meetings 
during the convention and will present their annual reports at 
that time. An open meeting of the Municipal Securities Com- 
mittee will be held on Sunday afternoon. With the exception 
of this meeting, and possibly one or two other committee meet- 
ings, it is not planned to schedule any business sessions in the 
afternoon. 

Hollywood is situated on the east coast of Florida, 17 miles 
north of Miami. The Hoilywood Beach Hotel, which lies directly 
on the ocean, is widely known as one of America’s finest and 
best appointed resort hotels. It has its own private beach and 
is surrounded by spacious grounds containing tropical gardens, a 
swimming pool, and excellent tennis courts. Splendid facilities 
for golf, deep sea fishing, and other recreation are also provided. 


Qualifications for Convention Attendance 

Section 4 of Article Five of the Constitution provides as 
follows: 

Each member of the Association shall, in person or by duly 
authorized delegate, be entitled to attend each convention, and 
to cast one vote thereat upon each motion or question submitted. 
Each such delegate must be a person occupying an active executive 
office or position in the organization of the member. 

Article Five of the By-Laws provides as follows: 

Attendance at conventions shall be limited to: 

(a) Individual members and duly authorized delegates as 
set forth in Article five, Section 4, of the Constitution. 

(b) All other individuals eligible as delegates; 

(c) Assistant Vice-Presidents, Assistant Secretaries, and 
Assistant Treasurers of incorporated members; 

(d) Assistant Managers of bond or investment depart- 
ments of members which are national or state banks or trust 
companies; 

(e) Managers of registered branch offices and Managers of 
regularly constituted buying or sales or syndicating or trading 
departments. 

It is an established policy of the Association that only those 
who are cefinitely eligible under the By-Laws may attend an 
annual convention. It will therefore be impossible to comply 
with requests to take guests to the convention, other than mem- 
bers of the immediate family of a delegate or alternate. 

Convention Registration Fee 

A registration fee will be charged for each delegate and alter- 
nate and his wife or other member of his family attending the 
convention. This fee will be $45 for men and $15 for women. 
Checks covering registration fees should be made payable to the 
Association and forwarded to the Chicago office of the Associa- 
ciation. 

Hotel Arrangements 

All reservations for hotel rooms for the convention must be 
made through the Chicago office of the Association. Hotel rates 
will be American plan. 


Convention Transporiation 

Special trains for the convention will be operated from New 
York and Chicago to Hoilywood and return. In addition, special 
cars will be operated from Cleveland, Detroit, Pittsburgh, and 
St. Louis. 

New York Special Train—Pullman reservations for the going 
trip should be made through the New York Transportation Com- 
mittee. of which Joseph Ludin, Dillon, Read & Co. Inc., 46 Wil- 
liam Street, New York 5, N. Y., is Chairman. 

Chicago Special Train—Pullman reservations for the going 
trip should be made through Lee H. Ostrander, William Blair & 
Co.. 135 S. La Salle Street, Chicago 3, Ill 

Cleveland Special Car—Pullman reservations should be made 
through Robert B. Blyth, TheeNational City Bank of Cleveland, 
East Sixth Street and Euclid Avenue, Cleveland 1, Ohio. 

Detroit Special Car—Pullman reservations should be made 
through Ralph Fordon, Fordon, Aldinger & Co., Penobscot Build- 
ing, Detroit 26, Mich. 

Pittsburgh Special Car 
through M. M. Grubbs, Grubbs, 
Building, Pittsburgh 19, Pa. 

St. Louis Special Cars 
through'Harry ‘Théis, Albert 
Street;-St: Louis 2; Mo. 

NOTE—Return Pullman reservations should be made at Holly- 
wood. Representatives of the railroads will be at the Hollywood 
3each Hotel to handle reservations. 


Pullman reservations should be made 
Scott & Co.. Inc., Union Trust 


Pullman reservations should be made 
Theis & Sons, Inc., 314 N. Fourth 
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Illinois Power Company 

Illinois Power Co., with annual revenues of about $43 million, 
is the second largest of the five major systems in the State of 
Illinois. The company serves electricity and gas to areas in 
northern. central and southern Illinois, including six cities with a 
population of over 25,000. Total population is estimated at 720,000 
in 271 incorporated municipalities and suburban and rural areas. 
The company’s revenues are 79% electric, 20% gas and 1% steam 
heating and water. 

Service areas include a large proportion of the finest farm 
lands in the state, producing corn, soybeans, wheat, livestock and 
The milling of agricultural products is an out- 
standing activity, and Decatur is referred to as the “Soybean 
Capital of the World.” Coal mining, oil production and refining, 
steel and iron foundries and metal-working plants, manufacture 


dairy products. 


of railroad cars and railroad repair shops, cement production, etc., 
are leading industries, 


The company is currently issuing 150,000 shares of preferred 
stock (Oct. 25) and 200,000 of (Oct. 30). 
Both issues are “negotiated” deals, Merril! Lynch and First Boston 
handling the preferred stock and First Boston the issue of common 
(which does not involve The 
capital structure on completion of both offerings will be approxi- 
mately as follows, estimating a net sale price of $30 per share for 


shares common stock 


subscription rights). company’s 


the new common stock: 


Millions 
$95.2 
22.9 
*57.3 


$175.0 


Percent 
Long-term debt 
Preferred stock 
Common stock equity (2,356,000 shares) 


*After deduction of reported intangibles. 


The company’s earnings record may be summarized as follows: 


Millions——-——— 


Share Earnings 
on Common 


$3.05 


Net Income 


$6.8 


Oper. Revenue 
1950 (12 mos.end. July 31) $42.6 

Calendar Years: 
1949 
1948 
1947 
1944 
1945 
1944 
1943 
1942 


40.3 9 
37.4 j.1 
32.7 0.3 
30.2 51 
29.8 2.8 
28.4 2.7 
26.7 3.3 
24.8 3.0 2.26 
30.5 2.8 2.17 


*Before allowing for preferred dividends (preferred stock was 
partially converted and the balance redeemed during the year). 


3.04 
“3.16 
3.67 
4.83 
2.05 
1.89 
2.64 


The share earnings of $3.05 for the 12 months ended July 31, 
1950 would be reduced to about $2.60 ona pro forma basis, adjusted 
for a 42% tax rate throughout, for increased preferred dividends, 
and the larger number of common shares. However, President 
Van Wyck has estimated that earnings for the calendar year 1951, 
on the basis of a 45% Federal income tax and giving effect to cur- 
rent financing, should approximate $3.08 a share. He has also 
indicated that the company should receive substantial credits to 
lighten the application of an EPT tax so that even with a severe 
tax, the current dividend rate of $2.20 should not be in danger. 


It is difficult to estimate earnings for the calendar year 1950 
because of various difficulties which the company has encountered 
recently with regard to its transmission system. The proposed line 
from Bloomington, Ill. to Ovington was substantially completed 
earlier this year, except for a 10-mile gap, construction of which 
has been held up because of the strenuous opposition of some farm- 
ers who are presently unwilling to give the company a right-of- 
way. The company has started condemnation proceedings in a 
focal court in Woodford County, but action by this judicial body 
has been extremely slow. 

The result of this delay has been that the company has had to 
purchase a substantial amount of power from Commonwealth 
Edison Company, and for the 12 momths ended June this purchased 
pewer cost Illinois Power some $600,000 after taxes (or 25 cents a 
share) in excess of what it would have cost had the company been 
able to use its own power, On August 1 a new contract with Com- 
monwealth Edison was agreed upon as an interim measure until 
such time as the company’s transmission facilities are completed. 
This contract is said to be costing the company $100,000 a month 
before taxes in excess of the costs it would ‘incur if*it could ‘trans- 
mit a full load of power from its present generating facilities. 


Illinois Power is currently selling on the Stock Exchange 
around 33, and pays $2.20 to yield about 6.7%. 
this year has approximated 41-31. 


The price range 
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The Security I Like Best 


ARTHUR WIESENBERGER 


Senior Partner, Arthur Wiesen- 
berger & Co., Members of New 
York Stock Exchange 


(Electric Bond and Share 
Company ) 


At a time like the present, when 
the tax collector chips away re- 
lentlessly at the investor’s dollar, 
tax-free income becomes some- 
thing ‘“de- 
voutly to be 
wish’d.” Tax- 
exempt stocks 
are rapidly 
becoming 
a rarity; and 
primarily 
because 
income from 
Electric Bond 
ard Share 
promises 
to remain free 
from tax la- 
bility for a 
long time to 
come, it qual- 
ifies as my 
“favorite” stock. The non-taxable 
status of Electric Bond and Share 
dividends arises from the fact 
that the company has unrealized 
losses on securities of some $200 
million (about $40 a share), which 
it is free to use to offset future 
income and/or capital gains of the 
same amount. Thus, in each year 
in which the company can sell 
enough securities to realize losses 
equal to its net income, dividends 
(considered a return of capital) 
would be non-taxable as ordi- 
nary income. Since it is the com- 
pany’s announced intention to 
utilize its backlog of losses so far 
as practicable for this purpose, 
future dividends may be expected 
to be exempt from income tax for 
many years in the future. The 
amount of the dividends received, 
however, must be applied to a 
reduction in the cost of the stock. 
When and if shareholders sell 
their stock above this net cost, 
they become subject to the regular 
capital gains tax. 

EBS paid its last cash dividend 
(25c a share) in 1947. Subsequent 
payments have been in_ stock: 
1/60 share of Carolina Power & 
Light (worth about 50c) in 1948, 
1/35 share of Middle South Utili- 
ties (equal to about 52c) in 1949, 
and 3% shares of Texas Utilities 
per 100 shares of EBS (with a 
value of about 93c per share) in 
1950 (recently declared). 

Based on a price of 20 for Elec- 
tric Bond and a value of 93c a 
share for the Texas Utilities stock 
about to be distributed, EBS is 
yielding 4.65%. Thus an investor 
in the 50% tax bracket would 
have to obtain a yield of more 
than 9% to equal the return from 
Electric Bond. 

In complying with the provi- 
sions of the Holding Company Act 
of 1935, a process now substan- 
tially completed, EBS has retired 
all senior capital, and has be- 
come a “one-stock”’ company, with 
5,250,358 shares of common rep- 
resenting the sole capital obliga- 
tion. Subsidiary companies, num- 
bering about 150 five years ago. 
have been greatly reduced through 
sales, distribution of rights, divi- 
dends and exchanges: principal 
assets may now be summarized as 
follows on a per share basis: 


United Gas - ST 
American & Foreign Power 11.11 
Ebasco Services ____- 1.90 
Cash & mktble. secur. (net) *4.18 


Arthur Wiesenberger 


$27.44 


*After allowing for value of Texas Utili- 
ties dividend. 
Investment in United Gas 
At the recent price of 18°4 for 
United Gas, Bond and Share’s 
holdings of 2,870,653 shares show 


a value of $53,824,744, equal to 
$10.25 per share of EBS common. 
As the No. 1 seller of natural gas 
in the country, and one of the 
largest holders of natural gas re- 
serves, United is the most depend- 
able and profitable of Bond and 
Share’s sources of income. (United 
Gas’s dollar-a-year dividend pro- 
rates out at 55 cents per share of 
EBS.) Bond and Share’s Amended 
Plan III, representing the final 
step in its program of compliance 
with the Holding Company Act, 
seeks retention of its United Gas 
holdings and the matter is now 
pending before the SEC. There 
has been some stockholder oppo- 
sition by a group purporting to 
represent less than 8% of the 
stock of the company, and by 
one investment company holder. 
Divestment of its holdings of 
United Gas- would deprive EBS 
of its main source of depend- 
able revenue and its outstanding 
asset. While there might be no 
loss of current market value to 
EBS shareholders through distri- 
bution of United Gas, realistic 
appraisal of the EBS “package” 
would indicate lower value in the 
event of disposition of United Gas. 
Retention moreover | would] be of 
great potential benefit in Bond 
and Share’s future plans and 
would continue the substantial 
tax benefits to stockholders. 


Investment in American and 
Foreign Power 

In my appraisal of Bond and 
Share’s assets, I am considering 
the value of its American & For- 
eign Power holdings to be $58,- 
334,662, this being the value 
placed by the SEC on the se- 
curities EBS was to have re- 
ceived under the SEC-approved 
reorganization plan of AFP in 
1947. Plan was subsequently with- 
drawn because of financing diffi- 
culties, but by any standard of 
evaluation this $58 million figure 
appears conservative. 

Electric Bond’s investment in 
American & Foreign Power will 
fluctuate with the dollar pros- 
perity of Cuba and South Amer- 
ica, which at long last seems as- 
sured again. 

An acceptable new plan of reor- 
ganization is expected for Amer- 
ican & Foreign Power shortly. If 
a tormula is devised which follows 
the pattern agreed upon in the 
last plan, EBS would receive about 
65% of the new equity in Foreign 
Power. On an operating basis, 
Foreign Power is showing excel- 
lent results, with earnings in a 
consistent and rather sharp up- 
ward trend since 1941. Based on 
logical assumptions with respect 
to earnings, and Bond and Share’s 
participation in a revised reor- 
ganization plan, EBS would even- 
tually receive from its AFP in- 
vestment an annual amount equal 
to 70 cents per share of EBS com- 
pared with 25 cents a share cur- 
rently received. 


Investment in Ebasco Services 


In my estimate of the value of 
Ebasco, I have applied a 5-times 
ratio to earnings of around $2.0 
million and arrive, accordingly, 
at a figure of roughly $10.0 mil- 
lion. This is equivalent to $1.90 
per share of EBS. Ebasco, wholly- 
owned by Bond and Share. is 
slated to play a prominent part in 
the latter’s future. Originally cre- 
ated to provide engineering con- 
struction and business consulting 
services to EBS subsidiaries, Ebas- 
co in the past decade has extended 
its well-publicized activities to 
serve a wide variety of industrial 
and other nonassociated clients. 
who now contribute about 80% to 
gross income. Ebasco, with its 
proven managerial ability, man- 
power, experience and technical 
“know-how,” should prove of stra- 
tegic value to Bond and Share’s 
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future investment plans. One of 
its current projects involves the 
development and operation of 4 
modern power system in Greece, 
and the company’s volume of busi- 
ness should increase as a result of 
new defense preparations and 
E.C.A. activities throughout the 
world. 

In 1949 Ebasco paid $1,000,000 
in dividends to EBS, an amount 
equal to 19 cents per share of the 
latter’s stock. 

Cash and Marketable Securities 


The net value of Bond and 
Share’s “other assets,” comprising 
net cash and marketable securi- 
ties (common stocks of nine op- 
erating utilities, to be disposed of 
under the company’s program), 
amount to $32,400,000. To be con- 
servative in my appraisal, how- 
ever, I have deducted from this 
amount $10.4 million as an allow- 
ance for payment of the former 
preferred stockholders’ claim for 
the difference between the $100 
at which the shares were retired 
and the $110 call price. The SEC 
has ordered payment of the 6% 
preferred shareholders’ claim, plus 
interest, amounting to $9.4 mil- 
lion (disallowing a similar claim 
of 5% preferred stockholders). 
EBS is contesting the order, and 
final payment, if any, may be 
$750,000 or more below my allow- 
ance. Miscellaneous assets were 
recently contributing an annual 
rate of about 21 cents a share to 
EBS earnings, and the present 
direct income from all sources to 
EBS may be summarized as fol- 
lows: 

Income 
United Gas _-_-~-- eS 
American & Foreign Power 0.36 
Ebasco - 0.19 
Other assets . Gai 


$1.31 
Less expenses 


$1.03 
Conclusion 

In 1946, Electric Bond and Share 
sold as high as 26%°4—34% above 
its present price. At that point 
earnings were virtually nil, divi- 
dends were not being paid. and 
common share asset value was 
substantially below its present 
level. At the present price of 20 
it is 14% below its 1950 high of 
2344, and at a 27% discount from 
its asset value. 

Other stocks may compare fa- 
vorably with Electric Bond and 
Share in some aspects, but I know 
of none which combines its many 
favorable tactors with a distinc- 
tive and prodigious tax advantage. 
Accordingly, the stock stands out 
aS my current favorite, and I 
must put the burden on any and 
all others of finding one better— 
after taxes. 


Jay E. Crane V.-P. of 
Standard Oil of N. J. 


Jay E. Crane, who began his 
business career in the editorial 
depaitment of The Chronicle after 
leaving Yale 
University, 
was elected a 
Vice-Presi- 
dent of tne 
Standard Oii 
Co. of New 
Jersey Oct. 20 
following tine 
retirement of 
R. T. Haslain. 
Mr. Crane 
came to the 
Standard Oil 
Co. organiza- 
tion in May 
1935 as Assist- 
ant Treasurer 
after serving as a Deputy Gover- 
nor of the Federal Reserve Bank 
of New York. He was elected 
Treasurer of Standard Oil in 1937, 
a director in 1944, and a member 
of the executive committee in 
1949. In 1948, Mr. Crane was 
elected a director of the Federal 
Reserve Bank of New York. 


Jay E. Crane 
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The Over-the-Counter 
: Market in Stocks 


counter.” They were not listed on 
the Exchange. That term “over- 
the-counter” stuck in our minds, 
and in about three or four montas 
we came up with the idea of pib- 
licizing and fastening that name 
to the over-the-counter business 
as we now know it. 

That name has stuck fairly well 
in spite of the fact it is not a 
good name. To indicate how bad 
a name it is, I will just say that 
during one of the Senate hearings 
on the Securities Exchange Act, 
after I had talked for about 2}2 
hours to the committee, answering 
all their questions, a Senator 
asked: “Well, is there a counter 
some place in New York over 
which all you fellows gather and 
trade back and forth’” I think 
that indicates how misleading the 
term may be, but 22 years is a 
long time, and I think it will 
stick as a name. I don’t know of 
any better name. 

An over-the-counter transaction 
can actually be person to person, 
by mail, over TWX, telephone, or 
any other method of getting to- 
gether on the price of a security, 
other than in an auction market 
on an Exchange. 

Mr. Walker undoubtedly told 
you of the large number of issues 
that are traded over-the-counter. 
He has prebably. told you of the 
estimated value of the securities 
that are traded over-the-counter. 
I am not going to go into those 
details, but I will try to give you 
some of an idea of what my firm 
does, because I am in the over- 
the-counter business. My son once 
said that I am over the barrel 
most of the time rather than over- 
the-counter. 

Be that as it may, my firm is 
an outgrowth of a firm that 
started way back in 1914, which 
I joined after World War I. I 
think we typify or have typified 
at various times the over-the- 
counter market to a greater or 
lesser degree. We used to have 
35 salesmen in the 1920’s and 
early °30s until about 1940, I be- 
lieve, but now we do not have 
any. 

We do not do underwriting; we 
do not have salesmen; we do not 
have any government bond busi- 
ness. 

In those three respects we do 
not typify the over-the-counter 
business, but to the extent that 
we do a trading business, making 
markets professionally in over- 
the-counter securities, I believe 
we are fairly typical. 

Tomorrow you are coming to 
my office and I hope you will en- 
joy seeing us in action. Ask all 
the questions you want to. 

One of the girls there who 
handles our teletypes to our out- 
of-town offices told me she was 
going to stay home tomorrow. 
She said that if we wanted to get 
on-the-job training, which you 
boys who have been in Army and 
Navy will remember, she could 
give it by staying home. It would 
mean that someone would have to 
fill her place, and it would make 
it more interesting because there 
would be more mistakes and more 
corrections and more yelling and 
much more excitement for those 
who would be there. I said sure 
she could have the day off, but 
she better not take it. 

You will see one girl standing 
in a circle of five teletypes—and 
handling what comes over those 
five teletype machines by repeat- 
ing to the boys around the room, 
the messages that come in from 
the out-of-town dealers, then re- 
turning messages to those dealers. 
These messages are partly in code, 
so she has to translate them, and 
calls out to the proper trader who 
is handling the market, puts his 


reply onto the machine, and writes 
out tickets covering all the busi- 
ness that comes over the wires. 
At the end of the day she has 
to make out a summary and write 
out reports concerning the whole 
operation so we can properly keep 
a record of the profits and losses 
and split them appropriately with 
our correspondents. 

You will see over-the-counter 
trading conducted in this way, and 
I think it is typical of houses 
with wire systems. Il hope we have 
established ourselves well enough 
in certain securities by long years 
of trading in them, by advertising, 
by letter writing, by circulariza- 
tion, and all other things to es- 
tablish our name in their minds, 
so that when they see a certain 
stock, they automatically thing of 
Troster, Currie and Summers— 
and call us! 

Therein lies one of the biggest 
differences between the big board 
and the over-the-counter market. 
On the Exchange, there are one 
or two specialists in a stock. Some 
otf them have a few more, but 
not very many, All orders on 
these stocks ceme-to them to one 
central point; They execute these 
buy and sell orders as specialists 
and they do not have the competi- 
tion that is afforded the over-the- 
counter dealer who must advertise 
and  circularize and compete 
vigorously with dozens of other 
dealers. 

One of the things you will see 
tomorrow is how a professional 
specialist operates. You will be 
able to watch and hear, for ex- 
ample, one trader handling 
Dumont Laboratories, Class A, 
commonly referred to merely as 
Dumont. You may hear someone 
call out “Dumont 72.” That means 
that Wire No. 72 (which is one 
of our private wires to a Stock 
Exchange house) wants a market 
in Dumont. Our trader quotes it 
1834-19'%. He is willing to trade 
100 shares. No. 72 may say, “We 
buy 100 and we want 400 more.” 
lf he is on the ball, the trader 
knows, where he can buy 400 or 
500 shares of stock at 19 or if he 
thinks the market might go up 
a little, he probably has already 
bought 500 shares! So he sells 
No. 72 the 500 shares, buys the 
stock in, and completes his trade. 

Why doesn’t the trader quote 
the market 18°%4-19% instead of 
1834-19% and insure a_ better 
chance of making a profit? Be- 
cause there are 15 other people 
who are quoting the market in 
Dumont, and if he has any wider 
spread than anyone else, he just 
isn’t going to get the calls the 
next time. Competition! 

Why doesn’t he say, “I will only 
sell you 50 shares’? Well, the 
house doesn’t want to be known 
as making a small, 50 share mar- 
ket. If you do, they won’t bother 
to call you on anything over 50 
shares! 

Why doesn’t he make a one- 
point market, 18% or 19%? It 
would be easier if people would 
trade on that, and you would 
have a full point to work with, 
but the market spread _ closes 
down in direct proportion to the 
activity and to the volume of 
trading. 

Finally, as as been’ explained 
to you, I am sure, by the people 
who have talked to you about the 
Stock Exchange and the Curb, one 
of the differences between our 
over-the-counter market and the 
listed market, is that you cannoi 
have a good auction market, a 
listed market, unless the corpora- 
tion is fairly large, is of national 
prominence, has enough stock 
outstanding to insure continuity 
of interest, and there are a certain 
minimum number of stockholders. 
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In the over-the-counter market, 
any stock or bond may be bought 
and sold. All that is needed is a 
buyer and a seller and an agree- 
ment as to price! 

Now, in the speech that I 
would have written if my Army 
call and the mixup on dates had 
not interferred, I would have 
quoted from an article which I 
wrote in 1939, ‘Exchange Markets 
As We Know Them in This Coun- 
try,’ thus: “The auction market is 
a focal point. Buyers and sellers 
come together through their rep- 
resentatives, and are matched at 
a fixed rate of commission. There 
can be no argument, however, that 
the technique of the Exchange 
cannot successfully deal in some 
securities having the following 
characteristics: Lack of specula- 
tive interest, small capitalization, 
limited distribution, high price, 
desirability for portfolios in insti- 
tutions such as insurance com- 
panies which often have to nego- 
tiate a sizable block at one price.” 

[Little did I know in 1939 that 
in 1949 and 1950 insurance com- 
panies would be buying whole is- 
sues of securities! } 


“A danger to the public arises 
when Exchange technique is ap- 
plied to restricted-volume type of 
securities as the operations of the 
over-the-counter market is im- 
peded by published quotations, 
and the buyer and seller are not 
brought together. The reason for 
this is that an essential part of 
the over-the-counter market in 
this type of securities is a process 
of merchandising consisting of in- 
tensive efforts by way of circulars, 
telephone calls, newspaper adver- 
lising. and so forth to bring to- 
gether buyer and = seller who 
otherwise would not get in touch 
with each other.” 


That merchandising function is 
probably the most important thing 
that I will mention here for the 
moment in comparing the over- 
the-counter market and the listed 
market. Rather frequently, when 
a large block of a listed stock 
comes into the market, a “special 
offering” has to be made in order 
to dispose of the stock. The Ex- 
change has various names or vari- 
ous types of offerings of that kind, 
where larger commissions are of- 
fered or a special price is made 
afier the close of the market. 
Thus, the actual sale is completed, 
in many cases, in the over-the- 
counter market. 

Now, in the over-the-counter 
market, which you will see to- 
morrow, you find this trader 
making a market in Dumont and 
perhaps 25 other securities. You 
will find him trading in a lot of 
things of which you never heard. 
I imagine Mr. Walker told you of 
the “cats and dogs” and the vari- 
ous classifications of some of the 
15,000 or 20,000 issues on which 
over-the-counter dealers have 
calls in the course of a year. You 
will find that trader referring 
every once in a while not only 
te the National Quotation pink 
sheets that you have seen or to 
the quotation books, but saying, 
“Just a second; I will check.” 
What he is doing is checking with 
other dealers in our same line of 
business. 

If you were to take up merchan- 
dising, you would find that there 
are such things as price shoppers. 
In other words, Mr. Macy checks 
Mr. Gimbel to see whether he is 
selling an orange juicer at $12.39 
or $11.98, which will make a dif- 
ference in how Mr. Macy prices 
his product. That is true with us. 
Competition! 

I am not going into so many 
rosy-hued details that you will 
ask me for a job immediately 
after you leave the office tomor- 
row, but I should like to impress 
upon you that in 30 years I have 
never found anything that I 
thought I would like to do bet- 
ter than to sit on the wires and 
match wits and money with the 
fellow at the other end of the 
wire, and at the same time per- 
form a public service. 


I know that we are performing 
a public service in the making of 
markets. A thin line divides greed 
from public service and divides 
that which is within the law and 
that which is outside the law. 
Following the right line indicates 
whether or not you can build up 
within your organization § that 
which the Army calis esprit de 
corps and which the Street calls 
a good reputation. 

If you ao not have a good rep- 
utation as an over-the-counter 
house in the city, in the country, 
your business will be limited to 
those people whom you can bring 
in by direct contact rather than 
those sent in by your friends. I 
can attest to the fact that there 
is nothing more valuable to any 
firm than its good name. I imagine 
you know that here in Wall 
Street you can buy a $5 million 
order and sell a $5 million order, 
and it may be three or four days 
before the trades are ever reduced 
to writing and mutually ex- 
changed. Still no one would re- 
nege on such a transaction. The 
very idea of. someone reneging, 
while not always fatal, certainly 
inhibits growth in the way that 
most of us in Wall Street like 
to think of growing. 

How important is this public 
service that we render? Why 
don’t you list everything on a 
Stock Exchange? Well, why don’t 
we sell all the mules in the coun- 
try on an auction block? Why 
doesn’t Macy’s have auctions all 
the time instead of just having 
something on hand to sell? The 
analogy is not complete, but I 
have used it before the many 
Committees and they seem to get 
a general idea, that if you want 
to have reasonably close markets 
in the inactive securities, you have 
to get more than a fixed small 
commission for doing the work. 
There is an old saying that I am 
sure you have heard: “The laborer 
is worthy of his hire.” 

There are certain trades which 
I do for nothing. They are what 
we call give-up trade. I make no 
money and I take no commission 
for trading perhaps 1,000 shares. 
Why? It is building good will. I 
hope when the trade is over, ! 
have made two friends. I have 
dropped out of the deal and put 
them together. My name doesn’t 
even appear in the transaction, 
but I have helped in the buying 
and selling that somebody wanted 
to accomplish and for which 
somebody else is getting a com- 
mission. 

It may be very little work that 
I have done on that, but through 
the good will and the principle 
“You scratch my back; I'll scratch 
yours,” I will get some business 


out of either or both of those 
houses for which I have done 
work. 


There are other times when I 
have been paid as much as $5 a 
share for buying 100 shares of 
stock at a price of 25, let us say, 
and I could name similar in- 
stances where even with a price 
like that, I have made no money 
because of the time and adver- 
tising necessary to do the work. 

I am presently buying a stock 
for a trust that sells around 15, 
and I am getting 25 cents a share 
for buying it. I can’t tell just how 
much my income would be on 
that. I haven’t figured it since I 
returned from summer training, 
but it hasn’t been large. Most of 
the stock is held in lots of one 
to 25 shares. At % of a point, 25 
shares would amount to about $5. 
I have circularized that list of 
stockholders 11 times. 

Since the last time I went away 
to camp, I think I bought 18 
shares. Figure my profits. It is 
not good business for me to do 
that. On the other hand, I have 
hopes that the same company 
will give me more business. I 
volunteered the 25 cents; that is 
what worries me. Perhaps I will 
make '% point the next time, or 
maybe through those trades we 
will find someone who wants to 
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buy something that we have for 
sale. There are any number of 
factors that enter into the reason 
why we do the business for 25 
cents a share, even though I make 
very little money in the long run 
on the deal. 

I see that I have two speeches 
here that I wrote some time ago. 
One is on the Securities and Ex- 
change Act of 1934, and one is 
on investment management that I 
gave to a Columbia University 
group. That is dated 1939. This 
shows how wrong I was on many 
of these things. At that time I 
said there were only 10 dealers in 
Vermont. Now there are only 
seven. But I will not start on my 
prepared speeches at this late 
date. 

There are three types of trad- 
ing departments. Sometimes they 
are ali thrown into one, but gen- 
erally they are separate. The 
first is the professional operators. 
Some of us look askance when I 
describe professional operations, 
but that is my type of business— 
entirely professional. We are 
entrepreneurs. We are looking for 
places where we can make money 
and still perform our public serv- 
ice, 

The second type is the servic- 
ing of sales organizations. Some 
organizations do not have a trad- 
ing department that is profes- 
sional in character, only a depart- 
ment that is, an adjunct to their 
sales organization. Such a de- 
partment handles securities which 
the company has underwritten, or 
in which they have a continuing 
interest, or a security which a 
salesman brings in from a cus- 
tomer for sale or exchange. 

The third type is a combination 
of those two. I believe you have 
visited the First Boston Corpora- 
tion’s trading room. There you 
find a group that is a combination 
of the two mentioned above. 

We have found one thing to be 
true in our own organization: 
that it is almost impossible to be 
a service man and a trader at the 
same time. A service man will 
call up an institution and say that 
there are ten bonds available or 
500 shares, or he will keep a 
prospective customer informed as 
to the trend of a market in cer- 
tain securities. If, in addition te 
servicing he also has the respon- 
sibility of making markets in 
other securities, he will be pressed 
for time. For, while he is mak- 
ing the call to advise that a cer- 
tain stock is moving, someone else 
will ask for a quote on another 
stock. He will have to give up 
his first call for the moment, and 
get his mind on his own trading. 
It is the constant interruption af 
ideas, of trying to make a profit 
for yourself and at the same time 
keeping someone informed on the 
course of the market that is dif- 
ficult. The two just do not gibe. 
They are always at cross pur- 
poses, and as soon as you get into 
one, I advise dropping the other. 


What do I mean by maintaining 
a market? I said a little while 
ago that we allocated X dollars 
to a trade: to make markets. I 
will try to cover several ideas on 
this. 

For instance, we give one 
trader a $50,000 position, let us 
say, and ask him in what stock 
he would like to trade. It is just 
as simple as that. He will select 
certain stocks in which others in 
the office are not trading. Sup- 
pose he picks out 25 stocks in 
which the others in the office are 
not trading and about which he 
has certain basic knowledge. He 
will put the names of these se- 
curities in the National Quotation 
sheets hoping thereby to obtain 
calls from houses, either com- 
petitors or Exchange houses who 
might be classified as customers 
or anyone else that might receive 
those sheets. By sending out cir- 
culars, by telephoning to pros- 
pects, he develops bids and offers 
which result in trades. 


It is not mandatory, however, 
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The Over-the-Counter 
Market in Stocks 


that he continue to trade in those 
stocks forever because if activity 
wanes in a stock, he will drop it. 
As a new security becomes active, 
we will pick it up and assign it 
to a trader to handle. 

A new airplane issue, for ex- 
ample, would be allocated to a 
man who was trading in other air- 
plane securities, generally speak- 
ing. A public utility issue would 
be given to the utility trader, and 
so on. 

When I said that we allocated 
$50,000 to a trader, that means 
that either his long position or 
his short position must not ex- 
ceed $50,000 worth of stock. He 
could have 5,000 shares of one 
stock at $10, and use all that 
money that way, at the same time 
being short on 5,000 shares of 
another at $10. Thus he would 
still meet our requirements. 

If he did this, however, he 
would have no money with which 
to go long or short in any other 
security because he tied it all up 
in two stocks. Therefore, he will 
spread his position around over 
the stocks in which he is trading, 
taking the biggest position in 
those which he figures he has the 
best chance of active trading or 
of making money by appreciation 
or depreciation of price. 

I have mentioned Dumont so 
let’s go ahead with that as an ex- 
ample. Suppose he were going to 
trade in Dumont. 

He has to decide promptly upon 
the first call of the day how he 
is going to quote. He says 18%4- 
19% on Dumont and someone 
sells him 100 shares. He imme- 
diately has $1,875 worth of stock. 
Suppose he sells it at 19% on the 
next call. Your minds are getting 
used to ks and you know he has 
made $37.50 less transfer taxes. 


If he quotes the same way to the 
next caller, who says: “I sold you 
100 shares and I have 400 more,” 
then he has to make up his mind 
promptly as to what to do. His 
course of action depends on many 
things—most of which are born 
of experience, whether he will 
“buy the bundle” or drop his bid 
for the remaining 400 shares is up 
to him—if he buys it, he must 
have a pretty fair idea as to 
where he can sell all or a part 
of the 500 for after all, he has 
only $50,000 capital to use—and 
he has other stocks that he may 
want to buy. He must not have 
more of a dollar position than we 
have allotted him. During the day 
he may go over, but when he is 
through for the day, he must not 
have more. 

Suppose, in the case I have just 
mentioned, he drops his bid ‘sth. 
Then he gets on one of the 
wires, St. Louis, for instance, and 
says, “Offer 100 shares of Dumont 
to so-and-so and so-and-so at 19.” 
He does the same on other wires, 
Pittsburgh, Cleveland, etc., and 
that bid is offered over the coun- 
try to branch offices or those who 
have wires to other offices. We 
have six of those wires which I 
will show you tomorrow. 

Now, suppose one of the wires 
comes back and has another seller 
before the trader is able to sell 
any. I have seen it happen where 
you would buy 1,000 shares or 
more of stock before making a 
single sale. You try not to be in- 
fluenced too much by what you 
think of values as against what is 
in the market because sometimes 
your thinking and your pocket- 
book do not agree. If you over- 
buy, you can certainly lose your 
well-known shirt. 

If he sells the 100 shares, then 
he makes a profit less the taxes. 
He does that all day interspersed 
with calls on these other stocks 


in which he is interested. If he 
doesn’t have a call on his other 
stocks he is supposed to initiate 
calls to people based on previous 
information or orders. Or, it may 
be that he wants to go short of 
something in the hope that he will 
be able to buy it back at a profit 
later on. If so, he will offer stock 
for sale even at the bid price of 
the market, thus going short at 
the bid price of the market. 

How does he make any money 
on a short position? Only by buy- 
ing stock at a price below that at 
which it was sold. That may sound 
easy—just drop the bid by '%4 or 
ly or something? I mentioned that 
there is a thing called competi- 
tion, and there are very few 
houses that would give you 
another call if they find on re- 
peated occasions that you have 
dropped your bid as much as 4 
or even ¥% of a point below what 
had been previously quoted. You 
can take my word that these 
orders are pretty well shopped 
around. Do you make a profit on 
all short sales? By no means— 
just as you lose on long purchases, 
you can lose on long sales. 

In the over-the-counter mar- 
ket, there isn’t one point to 
which all the orders come because 
they are not active enough to 
have an auction market. However, 
many are active enough to be 
distributed among a dozen dealers, 
all making competitive markets, 
comparable in spread between the 
bid and offer. 

By the interplay of the calls for 
markets, the trader will make up 
his mind as to whether he will 
leave his market where it was, 
drop it, or raise it, again depend- 
ing on judgment as to the future 
course of the market. He keeps in 
mind that he must maintain a 
firm and a fairly close market 
in order to get the business. He 
must also remember that we are 
performing a public service and 
have a desire to keep a fairly ac- 
tive end orderly market in the 
various securities in which he is 
trading. 

The trader usually maintains a 
firm market; that, is he quotes 
prices at which he will buy or 
sell a given amount of. stock. 
When he is quoting, he does not 
know whether the caller wishes 
to buy or to sell. The over-the- 
counter trader maintains a market 
as close as possible and as large 
as possible in order to encourage 
people to call him again with 
whatever orders he may have. 

Maintaining a market in the in- 
active securities is one of the 
primary functions of the over- 
the-counter business. Why is it 
necessary that securities once sold 
to the public by a corporation 
should have a market at all? Why 
worry about a market? Some- 
times the underwriters wish that 
all the original purchasers of a 
security would hold onto their 
stock. But it also happens that 
someone wants to buy a new 
refrigerator, or a new house, or 
something, and they have to sell 
stock they bought only a week 
ago, a month ago, or a year ago, 
or they are afraid of the Korean 
situation, or they would rather 
have cash than the stock, or for 
any one of a dozen reasons, they 
want to sell. The bootblack may 
come in and say, “Gee, I hear 
that Columbia is a lousy stock,” 
and the other fellow may go out 
and sell his holdings of that stock! 


That isn’t as silly as it sounds. 
You may have heard of the 
elevator operator down here who 
lost some $200,000 of other 
people’s money because he gave 
tips. Well, what does an elevator 
operator know about the market? 
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In his defense, it is said that no 
one knows more about the ups 
and downs in Wall Street than 
an elevator operator! He got bull- 
ish, and other people got bearish, 
and he could not get his cus- 
tomers out. 

My firm acts both as brokers 
and as dealers, along with prac- 
tically everyone else in Wall 
Street. There are very, very few 
houses that are exclusively 
brokers or dealers. One thing to 
remember about being a broker 
and a dealer—this may not have 
been pointed out to you, but if 
you get nothing else out of this 
discussion it will have been worth 
while—you can’t be both on the 
same trade! 

In other words, if you are in 
my business and are long 100 
shares of Dumont stock and a 
customer approaches you’ and 
says, “I want to give you a com- 
mission order to buy me_ 100 
shares of Dumont and will pay 
you a Stock Exchange commission 
for doing the business for me. 
How is the market quoted?” You 
quote 18°4-19, and he says, “I 
will take the 100 shares at 19.” 
You cannot charge him a Stock 
Exchange commission. The doors 
of jail are waiting if you do be- 
cause as a broker, you are the 
agent of your customer—in Latin, 
I believe, you are his alter ego-— 
and he is hiring you to do some- 
thing for him. 

If you want to sell him that 
100 shares at 19 net, you can 
do so. You can say, “Well, Joe, I 
will sell you this at 19 per share 
net to you. There you are a dealer 
and your confirmation to him 
will so state. That is one of the 
things about which we must be 
very specific in our business. 

On a Stock Exchange order you 
expect the house executing the 
order to act as a broker, but in 
an over-the-counter situation, the 
houses can be either a broker or 
a dealer. 

On a brokerage transaction, the 
confirmation will read something 
like this: “We have this day 
bought for your account and risk 
100 shares of Dumont at 19 plus 
our commission of $—, total, $—.” 


If you have acted as a dealer 
and sold stock directly, your con- 
firmation will read something like 
this: ‘“‘We confirm sale to you this 
date of 100 shares of Dumont at 
19 net.” The word “net” is rather 
important. It isn’t always used, 
but we always use it. 

In other words, when you act as 
a broker or as a dealer you must 
so specify. One of the greatest 
helps that the National Associa- 
tion of Security Dealers has given 
the securities business, is the in- 
sistance upon correctly confirm- 
ing trades with customers. 

How much can you make on a 
trade with an individual who does 
not know the price of a stock like 
Dumont? Could you sell the stock 
to him at 25? You’ probably 
could. He doesn’t know the price. 
He is a greenhorn, not a profes- 
sional. There isn’t any law that 
Says you couldn't sell it to him at 
25. 

However, it has been established 

-it is not a rule, but a suggestion 
—that 5% of the value is the max- 
imum you should take as a profit 
on a sale of that kind. It is re- 
ferred to as “the 5% rule” of the 
NASD and it has raised quite a 
storm because many of us find 
that it costs more to do business 
than 5%. While I am against 
anyone limiting me to 5%, 
I believe the laborer is worthy of 
his hire and that I should charge 
enough to make a profit. The av- 
erage you will make will be far 
less than 5%, even less than 1%. 
We do have restrictions, and, of 
course, our trade association, the 
New York Security Dealers As- 
sociation, has committees to which 
protests can be made. We have 
quotation committees, and we try 
our best to police the whole over- 
the-counter field for irregularities 
such as overcharging on the part 


of salesmen who 
tious. 

I understand that you have 
been told about the Frear amend- 
ment which proposed that the 
proxy provisions be applied to all 
companies having 300 stockhold- 
ers or more, and $3 million worth 
of assets or more. 

The position I have taken dif- 
fers a little from that of the New 
York Curb Exchange. They have 
a department which is calied the 
Unlisted Security Department, 
and their securities are admitted 
to unlisted securities trading. 

In the beginning of the SEC 
when the Maloney Act’ was 
passed, it was apparent that they 
wished to kill ali admitted-to-un- 
listed-trading privileges on the 
Curb Exchange. That was not 
done, however, because it would 
have killed the New York Curo 
Exchange probably. So it allowed 
the Curb to hold on to all of the 
stocks which were then admitted 
to unlisted-trading privileges, but 
put down rater strict rules re- 
garding any further admissions to 
unlisted-trading privileges. There 
have been very few that have 
been admitted in that manner 
since. 

The place where I would clash 
with the ideas of the Frear 
amendment and the New York 
Curb would be on the point of 
making a large number of over- 
the-counter securities available 
for admission to unlisted-trading 


are overambi- 
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privileges on the Curb by requir- 
ing companies to furnish intorma- 
tion which is presently necessary 
under the SEC. That is selfish on 
my part, yes, but it is my belief 
than many of them should not 
belong on an Exchange under any 
circumstances. It is also my be- 
lief that the management of a 
company should have the final 
say as to whether or not their 
stock should be admitted to trad- 
ing on the Exchange. 

One other very important func- 
tion of the over-the-counter busi- 
ness which I haven’t mentioned 
is the distribution of blocks of se- 
curities through retail channels. 
Some individual or organization 
has a block of an_ inactive 
stock which they wish to sell. By 
negotiation a price is fixed on tne 
block. Then dealers all over the 
country are contacted and sales 
are completed. 

Some of those houses would re- 
tail, and others would buy for 
their own account in the belief 
that the stock was cheap market- 
wise. 

I have rambled unmercifully, 
but if anyone wishes to ask any 
questions I will be glad to try toe 
answer them. Tomorrow morning 
I will do my best to be tree when 
you come over to the trading 
room, and I shall try to explain 
something about what is going 
on. I hope that the market is 
active so you can get a good idea 
of it. 


+ 


A Balance of Power for Peace 


strength. di- 
luted dose. 

In retrospect, it is amazing that 
the British should ever have 
agreed to it no matter how great 
the American pressure was. For, 
over the centuries Britain had 
lived by the balance of power 
and had waged wars to maintain 
it. Moreover, Britain—as Mr. 
Churchill’s advocacy of attacking 
the “soft underbelly of Europe’ 
showed—must have been aware of 
the Russian danger long before 
the war was Over. 

In the Far East our 
destroy Japan—and to invite Rus- 
sia in at the kill after we our- 
selves had the situation well in 
hand—was even more amazing 
and just as disastrous. 

We were, no doubt, influenced 
to a considerable degree by oul 
hopes and faith in the United Na- 
tions as a restraining force on 
future aggression. We failed to 
realize that the United Nations 
could be effective only on the 
historically doubtful assumption 
that ali of its veto-equipped 
members would sincerely cooperate 
in, and carry out, the noble pur- 
poses set forth in the Charter, or 
if there were a balance of power 
among the major member nations 
sufficient to discourage adven- 
tures of aggression or conquest 
irrespective of any exercise of the 
veto. 

The most momentous fact 
the political wortd of today 
that the Russian Empire now pos- 
sesses such power and position 
that it cannot as matters now 
stand be adversely affected by 
any possible coalition of European 
or Asiatic nations, This power 
and position are not wholly of 
Russia’s own creation. Further- 
more, they are relative, not abso- 
lute. They came to Russia 
largely as a result of the destruc- 
tion of her formerly powerful 
neighbors. They will remain with 
her as long as those states remain 
prostrate and will be shorn from 
her when those states are re- 
stored to strength. 

I submit to you that in the 
destruction of Germany and Javan 
and in the headlong demobiliza- 
tion of our military establishment, 
we upset the balance of power to 
such an extent that unless it can 


Japan received a 


resolve to 


ol 
is 


be restored promptly and etfec- 
tively, war with Russia is likely. 
However, I also take the liberty 
of suggesting that, in my opinion, 
it can be restored if we act 
promptly and effectively. And, 
that if and when it is, war with 
Russia is unlikely. To restore a 
balance of power in time to fore- 
stall war with Russia will, how- 
ever, require vigorous and cour- 
ageous action, action going to the 
heart and core of the problem. 


iil 


How, then, restore the balance 
of power? What can we do to 
raise our presently depressed side 
of the scale? 

Well, we can continue trying to 
do so through our own resources, 
supplemented by those otf the 
3ritish Commonweatlh and the 
nations of Western Europe. while 
keeping Germany and Japan in an 
enfeebled condition. T! is a 
pretty big contract in any circum- 
stances. To accomplish it from 
another continent thousands of 
miles away vastly multiplies the 
difficulties. It involves the haz- 
ard that the Germans a1 Japs, 
despairing of regaining national 
dignity, might come to view us as 
oppressors and turn into thre Rus- 
sian orbit. In any case, successful 
or unsuccessful, such a _ course 
would impose upon us a long and 
staggering economic and military 
burden. While the views of the 
British Commonwealth and of the 
nations of Western Europe appear 
to be in harmony with our own, 
their practical and material con- 
tributions toward halting Russian 
aggression have necessarily been 
moderate. 


Assisted by large loans 
grants from this country. 
has been considerable economic 
recovery in Western Europe. 
Whether this recovery has reached 
the point where these nations can 
immediately devote’ substantial 
sums to rearmament is oven to 
question. Furthermore, while 
their inclination to resist Russian 
aggression seems quite clear, it is 
equally clear that the firmness of 
their resolve to do so will depend 
to a considerable extent on their 
conviction as to their chances of 
success. We must not forget that 
the prospect looks a bit different 


and 
there 
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when viewed down the muzzle of 
a Russian gun than it does from 
3,0U0 miles away. Thus, any pol- 
icy which deprives us and the 
other nations determined to resist 
Russian aggression of the support 


‘of the Germans and Japanese, or 
“which 


would turn them toward 
Russia, would seem to lay upon 
us an unwise and unnecessarily 
heavy burden. 

A better approach to the prob- 
lem seems to me to lie in a sim- 
ple reversal of what—certainly in 


“the light of hindsight—look like 


“rather serious mistakes. This 
would involve (1) res.oring our 
own military power to a point 


which we can, as, indeed, we will 


‘have to. carry for a long term of 


years without crushing our ecoa- 
omy; (2) aiding 1n the restoration 
of the military power of aur al- 
lies, and (3) bringing Germany 
and Japan back into the family of 
nations as counterweights in the 
balance against Russian aggres- 
sion. This. it seems to me, is a 
more possible and a more hopetul 
course. 

We should plan the restoration 
of militsry power not on the sup- 
position that, in the patiern otf 


“medieval chivalry, Russia will] of- 
‘fer us the choice of weapons, but 


on the very opposite theory, thai 
she will fight us where and in 
the manner that we are least pre- 
pared for. Our Korean experience 
has been instructive along these 
lines. Faith in successful push- 
button war is no longer so strong 
as it was in some quarters. 

In step with our own rearma- 
ment should be the rearmament 
of the other North Ailantic Pact 
Nations and of those nations whose 
security in the Far East is also 


in jeopardy. 
Prompt rearmament is essentiai 
not only against the contingency 


of open and all-out war with Rus- 


sia, but as a measure of precau- 
tion—al insurance policy, so to 
speak—againsi obstruc ive meas- 
ures thot Russia might take or 
stimulate during the highly criii- 


cal period pending the restoration 
of Germany and Japan to posi- 
tiors where they can proteci their 


own national security and their 
legitimate interests. burdens which 
at the present time, as occupying 


forces. \.e are obligated to carry. 
Doubts have been expressed as 
to the willingness of our people 


ue to bear for long the 
of a large military es- 


to cont. 
high cost 


tablishment. Such doubts” are 
justified if our rearmament is to 
be bas<cl on scareheads and emer- 
gencies. alternating with assur- 
ances that peace is near at hand 
But such doubts are not justified 
if our ople become convinced 


that such rearmament is a funda- 
mental element in a clear, sound 
and strong foreign policy that has 
a reasonable chance of succeeding. 

It is encouraging to note that 
at last we seem to be recognizing 
the facts of international life and 
to have started on a course aimed 
at restoring a balance of power. If 


our course remains steadfast, it 
will be confidence-inspiring. We 
have begun to rebuild our own 


military establishment. We are. 
perhaps the right word to use is 
“exhorting.” the North Atlantic 
Pact Nations to shoulder their 
necessary and appropriate military 
burdens. aided by substantial con- 
tributions from us. We seem even 
to be drifting towards peace witn 
Germany and Japan. An abortive 
start toward a peace treaty w th 
Japan was made three years ago. 
It floundered on the reefs of 
“procedural difficulties” and ap- 
parently remained stuck fast there 
ever since. On Sept. 15 President 
Truman stated publicly that he 
had “authorized the Department 
of State to initiate informal dis- 
cussions as to future procedure.” 


This subiect was also mentioned 
in the President’s report on his 
meeting with General MacArthur 
In the same siatement. President 
Truma said that “we have 
pressed the U.S.S.R. for an 
Austrian treaty and we e@re ex- 


ploring the possibilities of ending 
the state of war with Germany.” 
A few days later, the Big Three 
foreign ministers, after conference 
amongst themselves and with the 
representatives of the 12 North 
Atlantic Pact Nations, announced 
certain concessions to Western 
Germany. 

All that is a start in the right 
direction. But it is only a start. 
Germany and Japan in my judg- 
ment should not simply be granted 
concessions; that smacks of trad- 
ing against the Russians. They 
should be made into going con- 
cerns. If we have in fact adopted 
the policy of making peace with 
Germany and Japan, we should 
make that fact clear to our people 
and to the world, and we should 
focus on it—not drift but drive 
toward it—without wasting too 
much precious time ‘“expioring 
possibilities” or fussing with “pro- 
cedure difficulties.” The urgency 
is great and the time is _ short. 
If we are to make peace with 
Germany and Japan, let’s do so 
promptly and magnanimously, 
with a view to making these 
former enemies our friends. 

I would like to distinguish 
clearly between a program which 
looks toward rearming Germany 
and Japan on the basis of op- 
portunism and expediency, and 
the program which I suggest — 
which is to restore these two na- 
tions to positions of responsibility 
and respectability in the family of 
nations. The former is a make- 
shift on the purely military level. 
The latter is a long-term political 
program for peace. 

Consider the effects of so doing 

-not soon, not in the distant fu- 


ture, but now, tomorrow! The 
Russians, who have thus far 
called the tune on the. inter- 


national stage, would immediately 
be thrown completely on the de- 


fensive. By a single play, we 
would have trumped the false 
propaganda which Russia so as- 


siduously has been putting out in 
Europe and Asia. But more: The 
Russian Bear would discover that 
the primary forces which con- 
tained him in the past were again 
in being, both in the West and in 


the East. If then he continued to 
disturb the peace, he would he 
faced with the possibility of a 
two-front war—the age-old nivht- 
mere of every Russian statesnian 
and marshal. 

The way to make peace is to 
get busy and make peace—real 


peace, not a pussy-footing, weasel 
word, technical peace under 
which Germany and Japan are to 
meintain feeble military estab- 
lishments, disguised as s0-calied 
police forces which we falseiy 
hope will do our bidding and 
fight our battles for us. That 
would be taking a leaf from Rus- 
sia’s book and attempting to re- 
duce them to the status of satel- 
lites. It would fool no one but 
ourselves. Everybody knovs that 
cops armed with tanks instead of 
nightsticks are intended fsrc-other 
purposes than maintaining — in- 
ternal order. We cannot expect to 
treat the manhood of “Germany 
and Japan as pools far the re- 
cruitment of great foreign legions 
in the service of our own political 
objectives. 

Does anyone imagine that either 
the Germans or the Japanese, u1:- 
der such an arrangement, would 
be dependable or effective 
soldiers? Does anyone serious!v 
believe that under any arrange- 
ment the Germans and Japanese 
will fight our battles for us? Cer- 


tainly not. But they will fight 
to defend their own homelands 
and their own national security 


and their own interests. To “the 
extent that these are in harmony 
with our objectives in restraining 
Russia, they constitute an effec- 
tive counterweight to the present 
serious imbalance. 

Is it likely that the Korean in- 
cident would have occurred if 
Japan had been restored to a 
strong and independent condition? 
How long would the Russian 
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sword hanging over the head of 
Western Europe continue _ to 
dangle if Germany were on her 
feet? These potent and industrious 
people could, if restored to full 
nationhood, take off our shoulders 
a large measure of the political, 
economic, and military burdens 
that we are carrying and, as 
things now stand, will have to 
continue to carry indefinitely. 

The peace that I suggest with 
Germany and Japan is a real and 
true peace; a peace which will 
restore these nations, under decent 
and enlightened leadership, to 
positions of equality in the fam- 
ily of nations; a peace under 
which these strong and productive 
peoples—70 million Germans and 
80 million Japanese—can regain 
their own self-respect and the 
respect of the peace-loving na- 
tions of the world; a peace unaer 
which they will be promptly ad- 
mitted to full membership in the 
United Nations and given seats 
on the Security Council. In iny 
opinion, once Germany and 
Japan have been so restored, the 
Russians will recognize the fu- 
tility and danger to them of their 
present tactics. Then, and then 
only, will we be able to make a 
tolerable and enduring peace. 

IV 

Finally, let us consider certain 
specifications of the peace which 
I propose. First of all, we should 
see that Germany is firmly tied 
into the other nations of Western 
Europe and becomes a full partner 
in the North Atlantic Pact. The 
importance of this point cannot 
be over emphasized. We must not 
permit Germany again to get into 
a position where she can play the 
West and East against each other 
as a preliminary to attacking one 
after the other. The Schuman 
Plan offers real assurance in this 
direction. The most effective way 
to prevent Germany from making 
another attack against Western 
Europe is to consolidate her heavy 
industry in the Ruhr with that of 
Belgium, France and Luxembourg 
under an autonomous authority 
controlled by the nations of West- 
ern Europe, 

In the peace treaties with Ger- 
many and Japan, we can embody 
appropriate protective provisions 
to which they must adhere. For 
example, we can put limitations 
on the size and nature of their 
armed forces. We can call for pe- 
riodic reports and can reserve the 
right of inspection to ourselves or 
to the United Nations. If, then, we 
and the other members of the 
United Nations continue to see 
that these provisions are lived up 
to, we can greatly minimize such 
risks as are involved. 

During the transition § period, 
while Germany and Japan are re- 
covering to the point where they 
can protect themselves and their 
own interests, we should, and in 
fact, will have to maintain strong 
forces in those two countries— 
ironically enough, not essentially 
to punish or control a former en- 
emy, but to restrain a former ally. 
However, just as soon as Germany 
and Japan are able to protect 
their own security and to take 
care of their own affairs, we 
should withdraw our troops, re- 
taining only such military forces 
and establishments as in the inter- 
est of mutual security are freely 
and voluntarily accorded us. 

I fully appreciate that there are 
risks—and great risks—in a res- 
toration of Germany and Japan. 
A restored Germany, particular- 
lv in the enfeebled condition 
of the present European 
nations, might obtain that ascen- 
dency which the Kaiser and Hitler 
sought in vain. In the disturbed 
conditions of the Far East, a re- 
stored Japan might again embark 
on a career of conquest. We can 
thoroughly understand the fears 
of the Western European and the 
Far Eastern nations along these 
lines. However, we are not at the 
moment sitting pretty with an op- 
portunity to make a simple choice 
between a risky course on the one 
hand and one that involves no 


risk on the other. We have to 
choose among courses all of which 
are risky. “When _ constabulary 
duty’s to be done, the policeman’s 
lot is not a happy one.” The al- 
ternatives may be tough and dan- 
gerous, but at our peril, we must 
make the right choice. It is a 
question of balancing risks, or, to 
use a phrase recently current, 
“calculating” them. 

Yet, it is important to note that 
the new balance of power here 
proposed differs radically from 
anything in the past because the 
United States, now being ready 
to shoulder its obligations in the 
matter of maintaining world 
peace, would openly and actively 
be part of it. That will make a 
great difference. It has often been 
pointed out that had Germany in 
1914 known that both Britain and 
the United States would actively 
enter the war against her, she 
would not have embarked on her 
adventure. It cannot be doubted 
that our own isolationism of the 
‘20s and ’30s, including both our 
disarmament and our ill-fated 
neutrality legislation, powerfully 
affected the calculations of both 
Hitler and Japan. The fact that 
the United States is now irrevo- 
cably committed in world affairs 
will, in my judgment, have a pro- 
found deterrent effect on both 
Germany and Japan in the future. 
Remaining strong ourselves, we 
can afford to have strong allies. 

If we restore Germany and 
Japan, we must do so with our 
eyes open to the risks involved, 
but firmly determined that we 
will not again, as we did before, 
permit them to build up their 
military power for aggression, and 
be prepared, if need arises, to tip 
the scales against them. 

With a fairly even balance of 
power in the world, maintenance 
of peace will require neither un- 
duly onerous economic nor mili- 
tary burdens on our part. We 
might only need to learn and 
practice the international art of 
“winning friends and influencing 
people,” a field in which our ac- 
tivities to date have not been con- 
spicuously successful. 

V 

I recognize that in order to 
make such a peace with Germany 
and Japan, the wish is not the 
deed. The process is fraught with 
difficulties and complications. 
Even if I knew all the solutions, 
which I don’t, time would prevent 
their recital. I do not, however, 
consider these problems either as 
so difficult or so vital as to deter 
us from pressing ahead vigorously. 
We should bear in mind that 
however formidable these “pro- 
cedural difficulties” may loom at 
the moment, if war with Russia 
were to break out they would in- 
stantly become entirely academic. 

The question naturally arises as 
to what effect such a program 
as I have suggested would have 
on the United Nations and on our 
relations with that organization. 
We were its main sponsor and 
have been its main supporter. in 
spite of many disillusionment:, 
it remains a principal depository 
of our hopes for world peace. 
Thus, we most certainly should 
not lightly adopt a course which 
would be injurious to the United 
Nations or would prejudice its 
present usefulness and_ future 
prospects. The course that I have 
suggested would not have that 
effect in my opinion—dquite the 
opposite. I have not proposed and 
do not propose that we commit 
ourselves to restoring a balance of 
power amongst the nations as a 
substitute for the United Matiouns. 
On the contrary, I believe that we 
should continue to support the 
United Nations in every possivle 
way. In line with that policy, the 
restoration of a reasonable bai- 
ance of power in the world, in- 
cluding the admission of Germany 
and Japan as full partners in the 


United Nations with seats on the 
Security Council, would consti- 
tute the greatest practical step 


taken to- 


Unite.l 


forward that could be 
ward strengthening the 
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Nations and making it a powerful 
and effective instrument for the 
maintenance of peace. 


The United Nations, like the 
League of Nations before it, is 
an expression of the longing of 
mankind for a new and better and 
more effective means for mzin- 
taining world peace. I yield to no 
one in the depth and sincerity of 
my hopes and longing that it may 
succeed. But I submit to you that 
practical progress toward its 
noble objectives is more likely to 
be achieved by supporting these 
high purposes with the proved 
experience of the past. And so, 
as we hopefully continue the long 
and difficult struggle to transform 
the world from what it is to what 
we think it ought to be, our ef- 
forts will be more real — more 
practical — more effective, if we 
ground them on the firm founda- 
tions of past experience. 


In making these suggestions, I 
am not forgetful of the tre- 
mendous debt that we owe to 
hundreds of thousands of our boys 
who made the supreme sacrifice 
to defeat Germany and Japan; 
nor of the many other millions 
who died or suffered tortures 
even worse than death at the 
brutal hands of the Nazis and 
Japanese. But I doubt that it 
would be their wish that we fol- 
low policies of revenge and vin- 
dictiveness which would sentence 
to death other millions of young 
people and end in the destruction 
of all that they regarded as 
sacred. They who were the great- 
est victims of intolerance would, 
I think, if they could speak, be 
the strongest advocates of tol- 
erance. 

Many I know will object to the 
course that I have suggested, but 
none more vigorously than “the 
Russians. The timid among us will 
assert that such action would force 
Russia’s hand and might provoke 
her to open war. I doubt it. Rus- 
sia’s response wherever we have 
taken strong measures—and most 
notably in Korea—does not sup- 
port this conclusion. The scared 
will say ‘“‘Let us attack them first” 
in what has been called a defen- 
sive war. I doubt that we will 
ever do that. We cannot base our 
course vis-a-vis Russia on timidity 
or on fright. Nor can we solve 
our problems by appeasement, or 
by threats or by oratory or by ex- 
changes of letters or in present 
circumstances, by personal con- 
ferences with Good Old Joe. What 
we need is clear, forceful and con- 
sistent policy and action based on 
a sound estimate of the situation. 
President Truman's firm and real- 
istic decisions in the early stages 
of the Korean aggression were 
pitched in the right way. 

Above all we cannot achieve 
lasting peace by continuing to 
live in a kind of rosy or should I 
say “reddish” idealistic haze. We 
must come to grips with the stern 
realities of power, harnessing it 
firmly to the cause of justice and 
world peace. 

I do not claim that if we take 
the steps that I have suggested, 
we will immediately transform 
the world into a place where, free 
from care, we can live happily 
ever afterwards. I do claim, how- 
ever, that by taking the course 
proposed, we can create world 
conditions where, with eternal, in- 
telligent and courageous vigilance, 
we can, as a practical matter, win 
and preserve a just and lasting 
peace—a peace which will bring 
in its wake those material and in- 
tangible blessings which alone 
make life worth living. 

I have attempted to state my 
views clearly, and I assure you, 
they have been stated modestly, 
for I know very well that, in these 
matters, there is room for wide 
differences of opinion among 
patriotic and well-informed peo- 


ple. Nobody knows all the an- 
swers. Even though many of you 
may not agree with me, I am 


grateful for the courteous atten- 
tion that all of you have given to 
my remarks, and thank you for it. 
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As We See It 


What the world appears to be drifting into (probably 
without fully realizing it) is a “balance of power” state of 
affairs, long familiar to students of world politics, but 
embracing not simply European powers and possibly a 
few other peoples, but virtually the entire globe. 

Should this development continue unabated for suf- 
ficient length of time and then degenerate into a full- 
fledged conflict, we might very well for the first time in 
history have a real ‘“‘world war” on our hands. The true 
inwardness of this situation is in all probability recognized 
by the experienced heads of world politics, but it seems 
not to be in this land of ours—at least not among the more 
articulate political leaders or among most of the public 
commentators. The fact seems to be that most of these 
appear to take great stock in current notions that such 
vague ideals as “freedom-loving peoples,” “real democ- 
racy,’ “anti-aggression” furnish a key to a new kind of 
world in which all peoples can and will live according to 
the golden rule. 

Misleading Terms 

Of all these terms, the one most likely to lead us 
astray and into serious difficulty at one time or another 
is, perhaps, “freedom-loving’’—unless it is “peace-loving.” 
Of course, all men probably at all times in history have 
been peace-loving, and yet wars have followed wars 
throughout the history of mankind. Evidently, whether 
they realize it or not, men generally have valued a number 
of things above peace, and there is little doubt that they 
do so at the present time. One of these things is freedom 
from foreign domination or rule. It is in this sense that 
the term “freedom-loving” has real meaning, only in this 
sense virtually all men are ‘freedom-loving,’ the free 
man and the slave, the totalitarian victim and the citizen 
of a democracy (in the older and real sense)—yes, even 
Hitler, Mussolini and Stalin. 


But it is not in this sense that a great many employ 
the term “freedom-loving.” What many of them have in 
mind is love of liberty of the individual within each coun- 
try to mind his own affairs and to look out for himself 
as he sees fit, so long as he does not infringe the right 
of his neighbor to do likewise. It is this connotation which 
is constantly employed in international arguments—since 
the other would hardly have much meaning — and, al- 
though we do not like to say it or even to admit it, it is 
freedom in this sense that has lost caste and popularity 
almost the world over during the past two decades or so. 
We should, of course, not readily admit that we are any 
less devoted to the cause, but one need but look at what 
we have done since 1933 and at what wins elections, to 
find that our thinking has strayed very, very far from 
that of Washington, Jefferson, Lincoln, and all the others 
down through the decades. 

But if we have been turning away from the earlier 
freedom-loving attitudes of mind—albeit without admit- 
ting it—a great many cther peoples of the world either 
have never known what liberty in this sense of the term 
was or else have arrived at the conclusion that there are 
a number of other things which they (mistakenly, for 
the most part, in our view) put far above liberty. We are 
closing our eyes to realities when we insist that we are 
fighting and are ready to keep on fighting to protect and 
to nourish what all of us have heretofore regarded as 
personal liberty throughout the world. In the first place 
it is no longer an effective rallying cry, and millions, yes, 
hundreds of millions of the men and women of this world 
are wholly indifferent when they are not actually hostile 
to the notion. 

“Aggression” 

Then, there is this business of “aggression”? which 
has during the past two or three decades grown into a 
fetish with many of us. Of course, it should be plain as 
a pikestaff to all by now that here is a term which may 
be defined in a great many ways, and any individual 
nation may be guilty of it or not guilty, depending upon 
the definition employed. It should be about as plain that 
the world has reached the particular stage it now occupies 
as a result of countless acts of aggression by almost count- 
less groups of individuals and nations—our own, of course, 
included. When the public men of this country talk about 
aggression and excoriate it as is their custom, they seem 
usually to be apotheosizing the status quo so far as rela- 
tions among nations is concerned. They even at times 
go so far as to appear to insist that there be a limit even 
to peaceful voluntary change in the type of government 
and social organization preferred by any given people. 
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Of course, most of all this clamor — at least in the 
form in which it is heard from day to day and in which 
it fills the columns of the press—simply will not stand up 


under any sort of close examination. 


It is the result of 


loose thinking or of loose talking. We often make it ap- 
pear almost as if we—not the Kremlin—were convinced 
that there is not room on this globe for communism and 
any other form of economic and social organization. And, 
with it all we all too often are placed in the position of 
defending and supporting many things which an honest, 


straightforward man would 


not want on his conscience. 


The fact is, though, that we who for so long were 
contemptuous of the balance of power idea, are-now head- 
ing toward either a war of extermination with the Krem- 
lin or a world balance of power which conceivably may 
thwart war for a time at least. 


—_———___ - 
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Financial Implications 


mopping up further’ increases in 
money supply and income. Unless 
the money volume is curtailed, 
direct controls give rise to black 
markets, cause buying power to be 
concentrated on luxury goods and 
non-rationed articles, and simply 
serve to postpone inflation. 

Overall direct controls in a 
period of limited emergency such 
as the present are not warranted. 
They hamper rather than promote 
the rearmament program, reduc- 
ing the flexibility and adaptabil- 
ity of the economy. At _ the 
moment, therefore, the better 
policy is to place main reliance 
upon fiscal and monetary con- 
trols, vigorously applied in every 
sector of the economy. 


Fiscal Measures 

Fiscal measures needed to curb 
inflation concern Federal, state 
and local budgets. At all levels of 
government, we should endeavor 
not only to balance budgets but 
also to achieve a surplus. To do 
so, we must be willing, where 
necessary, to support higher tax 
measures as well as specific pro- 
posals for economy and must be 
willing to. sacrifice individual 
interests for national welfare. 


The Federal Budget 


A balanced Federal budget is 
not an impossibility during the 
current fiscal year and can be 
achieved through a twofold de- 
velopment—increases in tax reve- 
nues and declines in non-defense 
expenditures. Tax revenues on the 
basis of the recent tax law and 
the estimated size of the national 
income will, in all probability, be 
very large. In consequence, no 
further tax legislation is required. 
Certainly an excess profits tax 
with all or its inequities and stim- 
ulation of extravagance should 
not be enacted. 

Our action in increasing Federal 
tax rates has not been matched 
by similar success in reducing 
non-defense expenditures. Con- 
gressional failure to slash expen- 
ditures in the areas of veterans’ 
services and benefits, agriculture 
and agricultural resources, and 
public works was not only dis- 
tinctly disappointing but down- 
right shocking. Despite this fail- 
ure on the part of Congress, non- 
defense expenditures can be ex- 
pected to experience certain auto- 
matic declines. Rising prices and a 
high level of national income will, 
in themselves, bring about certain 
reductions in the fields of agricul- 
ture and unemployment relief. 
Curbs on new housing and per- 
haps a growing demand for in- 
vestment outlets by savings insti- 
tutions will reduce the amount 
of mortgage support required by 
the government. These different 
reductions in non-defense expen- 
ditures would have been much 
larger had Congress been less 
pusillanimous and possessed the 
requisite courage to buck: pressure 
groups. The President himself 
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possesses certain discretionary 
powers in expenditure reduction 
and it is to be hoped that the 
dismal spectacle of the legislative 
branch of government may in- 
duce him to take decisive action. 

Despite Congressional lack of 
forthright action, it is not at all 
improbable that high tax revenues 
and the inability to spend quickly 
all of the defense funds appro- 
priated will, in this fiscal year, 
balance the Federal budget. Had 
the factors making for a bal- 
anced budget been appropriately 
reinforced by courageous expendi- 
ture reductions, we might have 
experienced a surplus which is 
greatly needed in view of the 
probability that defense expendi- 
tures will rise rapidly in fiscal 
year 1952. 


State and Local Budgets 

Equally appropriate action is 
required in the case of state and 
local budgets. State and local gov- 
ernments have, in recent years, 
been incurring deficits at an an- 
nual rate of about two billion 
dollars. Expenditures must be 
checked in order to reduce the 
demand for materials and services 
required by the military and to 
curb inflation. 


Guardians of the Public Purse 


All of us must become guard- 
ians of the public purse, support- 
ing efforts to balance budgets at 
every governmental level. In dis- 
charging this responsibility, we 
should direct our efforts towards 
the reduction of non-defense ex- 
penditures and the elimination of 
waste in the rearmament program. 

If inflationary pressures are to 
be curbed, however, our efforts in 
this direction must be supple- 
mented by correlative action 
in the field of credit policy. The 
purpose of such action is not 
only to check further increases in 
the money supply, but also to 
reduce the use of the existing 
money volume. Use of the existing 
money volume will decline if 
people gain confidence in the dol- 
lar. They will then cease spending 
dollars to buy commodities, com- 
mon stocks and land as hedges 
against further losses in the pur- 
chasing power of the American 
currency and will increase their 
savings. 

Credit Control 

The Federal Reserve System, 
including the Board of Governors 
and the 12 Federal Reserve Banks, 
is entrusted with the responsibil- 
ity of controlling inflationary ex- 
pansions of credit. In order to 
discharge this responsibility ef- 
fectively the Federal Reserve Sys- 
tem was given a uniquely in- 
dependent status.. The Banking 
Act of 1935 extended the terms of 
office of members of the Board 


to 14 years in the attempt to re- 
move the Board from the political 
influence of any one Administra- 
tion. The same act removed the 
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Secretary of the Treasury as an 
ex-officio member of the Board.- 
The independence of the Federal 
Reserve System is further safe- 
guarded by freeing the Board trom 
dependence upon Congressional 
appropriations. Funds for its sup- 
port are assessed upon the indi- 
vidual Reserve Banks. In every 
possible way, the drafters of the 
initial Federal Reserve Act and 
of subsequent amendments, took 
precautionary measures intended 
to protect the independence of our 
central banking system from en- 
croachment by public and private 
interests. 


Selective Credit Control 

To discharge its responsibilities 
the Federal Reserve System has 
been delegated specific powers 
with respect both to selective and 
general credit control. In the Se- 
curities Exchange Act of 1934, the 
Board was given the power to 
regulate margins on security loans 
and, in the recently enacted De- 
fense Production Act of 1950, was 
given power to control the terms 
of consumer credit and, in the 
Executive Order issued by Presi- 
dent Truman under the Act, was 
delegated certain powers of con- 
trol over real estate credit. These 
three credit fields—security loans, 
consumer credit, and real estate 
credit — are sufficiently homo- 
geneous in character to lend 
themselves to selective credit con- 
trol. 

Security Loans 

Since the end of March, 1949, 
margin requirements on security 
loans extended for purposes of 
stock trading have been fixed at 
50%. In view of the subsequent 
rise in security loans and the 
speculative interest in security 
trading, the Board of Governors 
might well consider the desirabil- 
ity of raising these requirements. 
Although the amount of credit 
involved in security trading is not 
excessively large, nevertheless an 
increase in requirements might 
act as a psychological deterrent 
to inflationary trends. 


Consumer and Real Estate Credit 


The Board of Governors of the 
Federal Reserve System was well 
advised a week ago to tighten the 
initial installment credit regula- 
tions which were unduly mild. 
The new regulations, in increasing 
down payments and in curtailing 
the maximum maturity of loans 
should succeed in restraining fur- 
ther credit expansion in this field 
and in helping to hold the price 
line. 

Regulation X concerning real 
estate loans is expected to bring 
about a considerable reduction 
perhaps as much as one-third, in 
residential construction. If any 
such reduction occurs, this regula- 
tion can play an important role 
in releasing materials and labor 
for defense requirements and in 
reducing inflationary pressures. 


Importance of Selective Credit 
Controls 

A stringent use of selective 
credit controls will permit us not 
only to check increases in security 
loans, consumer and real estate 
credit but also to initiate actual 
reductions. If reductions occur, 
the possibility of bringing about 
substantial declines in existing 
purchasing power is good since 
the current volume of installment 
credit amounts to about 21 billion 
dollars and of residential real es- 
tate loans to about 42 billion dol- 
lars. The Board of Governors of 
the Federal Reserve System is to 
be commended upon its coura- 
geous use of these controls. 


Selective credit control must, 
however, be supplemented by 
vigorous use of general credit 
control. Otherwise its effective- 
ness in curbing inflation could be 
completely nullified by increases 


2 According to Senator Glass who spon- 
sored the legislation and who himself had 
held that office, the Secretary of the 
Treasury had always exercised a peri- 
cious influence on decisions of the Board. 
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in bank credit resulting from pos- 
sible deficit financing, from the 
refinancing of debt, or from in- 
crease in non-essential business 
loans. 

General Credit Control 

The use of general credit con- 
trol implies restrictive policies on 
the part of the Federal Reserve 
Banks of such a character that 
interest rates will rise. A rise in 
interest rates is necessary in order 
to reduce the availability of credit, 
to stimulate savings, and to bring 
about declines in public offerings 
of corporate and municipal se- 
curities. In consequence, spending 
will fall, inflation will be checked 
and confidence will be engendered 
in the dollar. 

The United States Treasury 
opposes an effective use of gen- 
eral credit control principally by 
reason of its effect on interest 
costs on the debt. The Treasury 
reasons that slight increases in 
interest rates can in themselves 
have little effect and that large 
increases are out of question by 
reason of the magnitude of the 
public debt. 

This rationalization on the part 
of the Treasury fails to carry con- 
viction. As the Bank for Inter- 
national Settlements pointed out, 
in its recent annual report, slight 
increases in interest rates may 
have a very important psychologi- 
cal effect. Years ago discount rates 
at central banks had to be in- 
creased by as much as 1% ata 
time to make an impression on the 
market. Now that official rates of 
discount have been left unchanged 
for many years, increases of as 
little as 4% or 1% of 1% can have 
a distinct psychological effect. 

If, however, small increases fail 
to dampen inflationary psychol- 
ogy, a central bank should not 
hesitate to allow rates to rise to 
whatever level proves necessary. 
Though interest costs on the debt 
rise, it is far better that this occur 
than that the American people 
constantly lose their savings 
through continued declines in the 
purchasing power of the dollar. 

Those of our fellow citizens who 
patriotically purchased war sav- 
ings bonds during the war have 
already suffered a severe loss in 
purchasing power. Now is the time 
to take effective action against a 
further expropriation of the sav- 
ings of the thrifty even though 
the result be a sharp increase in 
interest rates and a decline below 
par in the prices of the outstand- 
ing marketable bonds of the gov- 
ernment. Unless effective action 
is taken, why indeed should our 
citizens continue to purchase gov- 
ernment bonds? 

Other nations, with large inter- 
nal debts, have allowed interest 
rates to rise and their bonds to 
break par without any untoward 
results. Not only free enterprise 
Belgium but also Socialist Britain 
have permitted substantial in- 
creases in long-term rates. Cer- 
tainly if Socialist Britain were 
willing to allow bond prices to 
break par, free enterprise Amer- 
ica should not hesitate to do so. 
In fact, if we fail to do so, we run 
the risk of ceasing to be a free 
enterprise economy. 


Evil of Artificial Interest Rates 


Interest rates held artificially 


low by Federal Reserve policy 
will cause commodity prices to 
bulge. What the Treasury saves 


in interest costs is more than off- 
set by increased costs of the de- 
fense program. Interest rates held 
artificially low by Federal Reserve 
policy causes it to lose all control 
over the money supply. The money 
supply is determined by the ca- 
pricious action of owners of the 
public debt in deciding to sell or 
not to sell their holdings at pegged 
prices to the Reserve banks. In- 
terest rates held artificially low 
by Federal Reserve Policy will 


eventually mean the imposition of 
controls over financial institutions 
and over the money and capital 
markets of such a character that 





free enterprise will be relegated 
to the limbo of nostalgic memo- 
ries, 

The Federal Reserve System is 
now tighting for a flexible inter- 
est rate and credit policy. It has 
challenged the position of the 
Treasury and the long-smolder- 
ing controversy between the two 
has come out into the open. 


Issue Cannot Be Compromised 

This controversy between the 
Federal Reserve and the Treasury 
cannot be comprised or resolved, 
as many have suggested, by ref- 
erence to some high political au- 
thority. The Federal Reserve Act 
has conferred very definite duties 
and responsibilities upon the Fed- 
eral Reserve System, which it can- 
not evade. The System is directed 
to fix discount rates with a view 
“of accommodating commerce and 
business” and to govern open- 
market operations “with a view 
to accommodating commerce and 
business and with regard to their 
bearing upon the general credit 
situation of the country.’ A fair 
interpretation of these powers 
means that the Federal Reserve 
System, in the formulation of 
credit policy, is to give primary 
emphasis to the general credit 
needs of the country, curbing 
inflation or offsetting deflation 
whenever either policy is required. 
Certainly the Federal Reserve 
System has no mandate to sup- 
port the prices of government ob- 
ligations or to adjust its policies 
to those of the United States 
Treasury. 

Origin of the Controversy 

The present controversy has its 
origin in the wartime interest 
curve on government obligations 
and in the decision of the Treas- 
ury to peg this'’curve. The curve 
selected was, as you will recall, 
a sharply ascending one, rising 
steeply from *s of 1% on Treasury 
bills, to 2% on 10-year obligations 
and to 212% on long-term securi- 
ties. 

The Treasury dictated the adop- 
tion of this particular curve. Cer- 
tain students of the money mar- 
ket wanted a higher short-term 
and a higher long-term rate of 
interest and a curve less steeply 
inclined. Still other _ students 
doubted the wisdom of a curve, 
rigidly pegged. These arguments 
were brushed aside in the decision 
of the Treasury to finance the war 
on the basis virtually of the pre- 
Pearl Harbor curve which itself 
had resulted from the gold inflow 
of 1934-1941 and which, against 
the historical record of the past, 
was wholly artificial in character. 

Effects of the Wartime Curve 

The sharply inclined curve 
adopted by the Treasury for its 
wartime financing aggravated the 
inflation of the war and postwar 
periods. It promoted speculatfon 
in the public debt, with the pegged 
curve guaranteeing speculators a 
sure profit. It induced the Treas- 
ury to rely heavily upon sales of 
low interest-rate short-dated ob- 
ligations, It promoted the 
time expansion in bank credit, as 
the sharply increasing volume of 
the floating debt gravitated to the 
banking system. 


Wwar- 


Postwar Policy 

Our wartime fiscal errors were 
compounded in the postwar period 
by the failure of the Treasury to 
heed the advice of the Federal Re- 
serve System. Beginning shortly 
after the close of the war, in 1945, 
the System wished to follow a 
policy vf credit restraint, which 
would have necessitated “small, 
but perhaps frequent, increases 
in short-term interest rates which 
would have meant similar’ in- 
creases in rates on Treasury bills 
and certificates and some increase 
in the yield on other short and 
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intermediate government securi- 
ties.”3 In line with this policy the 
System wanted to discontinue, be- 
fore the end of 1945, its preferen- 
tial discount rate on government 
obligations maturing within a 
year. Treasury agreement was not 
forthcoming until April, 1946. 

All through 1946, when com- 
modity prices and commercial 
bank credit were increasing rap- 
idly, the Federal Reserve System 
desired to eliminate the wholly 
artificial rate of %s3 of 1% on 
Treasury bills. It wished to bring 
about increases in short-term rates 
in order to dissuade investors from 
selling short-term government ob- 
ligations to the Federal Reserve 
Banks and, in short, to check in- 
flationary pressures. The Treas- 
ury was Opposed. Short-term rates 
remained pegged with the result 
that Treasury bills continued to 
gravitate to the Reserve Banks 
until, by the end of 1946, the Sys- 
tem held 87% of the amount out- 
standing. 

Commodity prices and bank 
credit continued to rise rapidly in 
1947. The continuation of infla- 
tion, and the limited effectiveness 
of debt retirement as a counter 
measure, persuaded the Treasury 
that the Reserve System was cor- 
rect in its desire to unpeg the 
bill rate. Action, however, was 
postponed until July, 1947 on the 
erroneous assumption that a busi- 
ness recession was impending and 
that a rise in the Treasury bill 
rate would aggravate such a re- 
cession. The eventual unpegging 
of the bill rate was followed 
throughout the rest of the year by 
successive increases in short-term 
rates. 


Pegging the Bond Market 


In 1948 the Reserve System en- 
deavored to curtail inflationary 
pressures through continued in- 
creases in the short-term rate of 
interest, through two increases in 


the discount rate, through in- 
creases in member bank reserve 
requirements and through the 


reimposition of Regulation W. At 
the same time it pegged the bond 
market, an action which was 
wholly inconsistent with the 
measures designed to curtail in- 
flation. In its stabilization opera- 
tions, the Federal Reserve System 
purchased in all about 9 billion 
dollars of government bonds, con- 
sisting mostly of the long-term 
restricted issues. 

Many reasons were advanced as 
justification for the pegging op- 
erations. It was alleged that fail- 
ure to peg government bond prices 
would plunge our economy into 
depression, would cause great en- 
cashment of the savings bonds and 
would cause embarrassment to 
our financial institutions. None of 
these arguments carries convic- 
tion. They reveal a total lack of 
faith in the underlying strength 
of the American economy, in the 
common sense of the American 
people, and in the ability and 
willingness of financial institu- 
tions to carry their holdings of 
government obligations to ma- 
turity. It is to be regretted that 
the Federal Reserve System itself 
favored the pegging of the bond 
market. This policy had the effect 
of making all government securi- 
ties demand obligations and tan- 
tamount to excess reserves. The 
better policy would have been to 
allow government bonds to de- 
cline in price, abandoning the 
fetish of par. 


Inflation Revives 

Renewal of inflationary pres- 
sures toward the end of 1949 and 
their acceleration in 1950 caused 
Reserve officials to bring about 
moderate increases in short- and 
long-term rates. In this attempt 
to check inflation they hoped to 
have the friendly understanding 
and cooperation of the Treasury. 





3 Statement of Mr. Allan Sproul, Presi- 
dent of the Federal Reserve Bank of New 
York, before the subcommittee on Mone- 
tary, Credit and Fisca! Policies of the 
Joint Cominittee on the Economic Report, 
December. 2, 1949, 


When the Treasury on Aug 18, 
announced the terms of the 
September and October refinanc- 
ing (a 138-month 1%4% note), 
which was not in accord with 


Federal Reserve policy, the Fed- 
eral Reserve Bank announced 
simultaneously an increase in the 
Bank rate from 11% to 134% and 
began bringing about further in- 
creases in_ short-term market 
rates. In order, however, that the 
new issue would not be a com- 
plete flop, the Federal Reserve 
purchased the maturing obliga- 
tions and sold, at a higher dis- 
count, Treasury bills, certificates 
and notes from its own portfolio. 
Thus the controversy rests for 
the moment until such time as 
plans are made for refinancing of 
the debt maturing in December. 


Assertion of independence by 
the Federal Reserve System is an 
extremely encouraging develop- 
ment in the fight against infla- 
tion. Even though many of us re- 
gret that the Federal Reserve Sys- 
tem did not, earlier in the post- 
war period, end its subservience 
to the Treasury, all of us who 
would defend what remains of the 
purchasing power of the dollar 
should give our enthusiastic sup- 
port to our central banking sys- 
tem in the present controversy. 
Legally, its position is impreg- 
nable; economically, its position 
is unassailable. 

Treasury Position 

The record of the past few years 
affords evidence that the Treasury 
is fundamentally opposed to the 
Federal Reserve’s goal of a 
genuinely flexible credit and in- 
terest rate policy. If the Treasury 
were questioned, it would doubt- 
less insist that it had cooperated 
with the Reserve System, pointing 


to the rise in short-term rates 
since the end of the war. How- 
ever, Treasury consent to the 


relatively small changes that have 
occurred has been given reluc- 
tantly and belatedly. And, on oc- 
casion, the Treasury has, in a very 
arbitrary fashion, moved counter 
to Reserve policy—such was the 
case in connection with the re- 
financing of debt maturities in 
June, July, September and Octo- 
ber of this year. 

In opposing Federal 
policy on these 
Treasury acted as if it had not 
assented to the important pro- 
nouncement of the Cpen-Market 
Committee of the Federal Reserve 
System of June 28, 1949. Even 
though couched in somewhat 
ambiguous terms, this pronounce- 
ment did, with Treasury approval, 
lay the basis for a really flexible 
interest rate policy. 

Judging by the evidence at 
hand, one is justified in conclud- 
ing that Treasury policy is com- 
posed principally of two factors: 

(1) The desire to keep interest 
rates low order to reduce in- 
terest costs on the debt to a mini- 
mum. 

(2) The desire to refinance ma- 
turing intermediate and long-term 
marketable debt by issuing short- 
term obligations. 


Reserve 
occasions, the 


. 
n 


Low short-term rates have 
caused the Treasury, in its re- 
financing operations, to increase 


the floating debt and, in turn, the 
existence of a large floating debt 


accounts for the Treasury’s op- 
position to rate increases. The one 
policy is closely related to the 
other. Were’ short-term rates 
higher, the Treasury might have 
been induced to issue long-term 


bonds and follow orthodox prac- 
tice in pushing out debt maturi- 
ties. 


Consequences of Treasury Policy 

Should these policies of the 
Treasury continue to prevail, the 
future is fraught with danger to 
the whole financial system. An 
unwillingness to allow price to be 
determined by market forces leads 
inevitably to the imposition of 
controls. This is true whether the 
price is of money or of corn. The 
continued maintenance of arti- 
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interest 


low 
continued adherence to the fetish 
of par, portend additional controls 
for the financial system and, as 
Elliott V. Bell so ably stated, the 
end of the dual type of banking 
system.¢# 


ficially rates and 


The controls to be imposed 
under these circumstances will 
probably take the _ following 
forms: 


(1) The imposition of a second- 
ary reserve requirement upon all 
commercial banks in order to pro- 


vide a market for short-term 
government obligations at low 
rates. 


(2) The imposition of controls 
upon the portfolio policies of in- 
surance companies and savings 
banks to prevent sales of govern- 
ment obligations in periods of 
inflationary credit expansion. 

(3) The imposition of controls 
over the capital markets to regu- 
late the issuance of securities. 

Lest I be misunderstood, the 
Treasury has not as yet advocated 
such controls. However, they are 
the logical development of pres- 
ent Treasury policies and atti- 
tudes, 


Flexibile Policy and Free 
Enterprise 


A truly flexible interest rate 
policy is a necessary ingredient 
in a free enterprise system. The 
determination of credit and inter- 
est rate policy is a function of the 
Federal Reserve System. It was 
created to mitigate amplitudes in 
business fluctuations, to safeguard 
the economy from monetary crises 
and panics and from the tragedy 
of inflation and deflation. It will 
be judged by the success it 
achieves in realizing these objec- 
tives. But the Fedéral Reserve 
System cannot succeed in attain- 
ing these objectives unless it has 
a free hand in the formulation of 
a fluid credit and interest rate 
policy. In order that it may have 
effective support, Congress should, 
in accordance with the proposal of 
the Subcommittee on Monetary, 
Credit and Fiscal Policies of the 
Joint Committee on the Economic 
Report,5 issue a directive stating 
that “primary power and respon- 
sibility for regulating the supply, 
availability, and cost of credit in 
general shall be vested in the duly 
constituted authorities of the 
Federal Reserve System, and that 
Treasury actions relative to 
money, credit and transactions in 
the Fedcral debt shall be made 
consistent with the policies of the 
Federal] Reserve.’ Although this 
proposed resolution simply re- 
affirms the powers already cele- 
gated to the Reserve System, it 
possesses the merit of calling spe- 
cific attention to these powers and 
to the primary responsibilities of 
the Reserve System. 


Summary 

Uniess we are able to win the 
fight against inflation on the home 
front, we shall lose the peace, 
despite the brilliance achieved in 
our military victories. To win 
the battle against inflation, we 
should insist: 

(1) That Federal, State and lecal 
governmental budgets be bal- 
anced. 

This means sharp reductions in 
non-defense expenditures and a 
careful scrutiny of all deiense 
expenditures, 

(2) That the Treasury refinance 
maturing debt and new 
money needs by issuing long- 
term marketable obligations. 

The Treasury could well offer, 
with the distinct understanding 
that it will not be subject to price 
support, a 30-35-year 3% obliga- 
tion available for sale to non- 
bank investors. Purchase of such 
securities by non-bank investors 


Continued on page 34 





4 Address before the 49th Annual Con- 
vention of the National Association of 
Supervisors of State Banks, Boston, 
Massachusetts, September 20, 1950. 

5 P. 18. Senate Document No. 129, 81st 
Congress, 2nd Session, 
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| Tomorrow's 
Markets 
Walter Whyte 
Says — 

| By WALTER WHYTE 








After some minor hemming 
and hawing the market went 
up nicely last week, closing 
plus practically all around. 
The Industrials added about 
three points and the Rails 
about a half point. Both aver- 
ages, however, were higher 
than that during the week. 


te 
* af 


There is considerable talk 
around today that credit re- 
strictions may tend to stop 
any further business improve- 
ment and by the same token 
the market may be expected 
to go down. This kind of talk 
is particularly prevalent dur- 
ing week-ends when the fi- 
nancial pages are full of state- 
ments pointing alarm and 
warning of the headaches to 
come. 


For all I know most of this 
credit stringency and its ef- 
fect may be gospel truth. It’s 
interesting to note, however, 


that in spite of all the doleful 
head shaking, the automobile 
stocks, which would be the 
worst hit, under the anti-in- 
flationary measures, now ap- 





Pacific Coast 
Securities 


Orders Executed on 
Pacific Coast Exchanges 








Schwabacher &z Co. 


Members 
New York Stock Exchange 
New York Curb Exchange (Associate) 
San Francisco Stock Exrchange 
Chicago Board of Trade 
14 Wall Strect New York 5, N. Y. 
COrtlandt 7-4150 Teletype NY 1-928 
Private Wires to Principal Offices 
San Francisco—Santa Barbara 
Monterey—Oakland—Sacramento 
Fresno—Santa Rosa 








SPECIAL PUT OFFERINGS 


® Per 100 Shares « 


Studebaker . @ 35%% Dec. 15 $325.00 
Am. Cyanam. @ 71', Dec. 325.00 
Hlinois Cen.. @ 50'% Dec. 187.50 
Sinclair Oil.. @31 Dec. 225.00 
M.-K.-Tx. Pfd.@ 44 Dec. 450.00 
Y’gst’'n Sheet @ 52 Dec. 275.00 
Zenith Radio @ 56°, Dec. 475.00 
Cities Serv... @86 Dec. 362.50 
Motorola . @ 54% Jan. 487.50 
Gen. Motors. @52 6mos. . 400.00 
Allied Chem.. @ 58'.6 mos. . 525.00 
U. S. Steel... @ 46", Dec. 112.50 
Western Pac. @ 43), Jan. 225.00 
Hiram Walker @51 Dec. 287.50 
Pure Oil .... @ 4417 Dec. 287.50 
Liggett Myers @ 81° Jan. 225.00 
Norf. & West. @ 50°, Jan. 287.50 
Southern Pac.@61 Dec. 200.00 


Subject to prior sale or price change 


THOMAS, HAAB & BOTTS 


Members Put & Calls Brokers & 
Dealers Assn., Inc 


50 Broadway, N. Y. 4, Tel. BO 9-8470 











pear to have taken a 
lease on life. 
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Such stocks like Chrysler, 
General Motors and Hudson 
are meeting with some of the 
best buying in months. It is 
possible that such buying is 
the forerunner to a rally to be 
subsequently followed by a 
severe break. But whether or 
not a reaction will ultimately 
occur is not pertinent at this 
time. For the immediate fu- 
ture buyers of the motor 


stocks will probably see 
higher prices. 


% 
- 


Yet while the automobile 
issues look higher, another 
group which has been a bul- 
wark to the bull market for 
months, is beginning to show 
signs of exhaustion. This 
group is the rails. I don't 
know the reason for this, and 
even if I did it probably 
would interest me only aca- 
demically. 


There are a few rails that 
look higher, such as Southern 
Pacific, Union Pacific, ete. 
The group, however, is begin- 
ning to show signs of fraying 
around the edges. 


A few weeks ago I spoke 
about the utilities. Based on 
their cumulative action over 
the past few months they give 
indications or better than 
customary performance in the 
months ahead. It might be 
pertinent, however, to water 
down this blanket approval 
of the group to say that the 
utilities will probably stay 
around current levels for 
some time before generating 
enough steam to get up and 
go. This means a long haul 
and a tieing up of cash in 
something that isn’t likely to 
show any real profits for 
some time to come. 

[The views expressed in this 
article do not necessarily at any 
time coincide with those of the 


Chronicle. They are presented as 
those of the author only.] 


Holton, Hull Add 
Five to Staff 


(Special to THe FINANCIAL 

LOS ANGELES, Cal.—John J. 
Dowd, Martin J. Haims, Michael 
J. Flannery, James A. Keene and 
Walter Dean Ogden have become 
associated with Holton, Hull & 
Co., 210 West Seventh Street, 
members of the Los Angeles 
Stock Exchange. Mr. Keene was 
formerly Vice-President and 
Sales Manager for Floyd A. Allen 
& Co., with which firm the others 
were also associated. 


CHRONICLE) 


Joms Gross, Rogers 

(Special to THe FINANCIAL CHRONIELE) 
LOS ANGELES, Cal.—Culbert 
W. Faries has been added to the 
staff of Gross, Rogers & Co... 458 
South Spring Street, members of 
the Los Angeles Stock Exchange. 


With Harris, Upham 

(Special to Tue Frnanctat CHRONICLE) 
LOS ANGELES, Cal.—William 
O. Guasti is with Harris, Upham 

& Co., 523 West Sixth Street. 
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Financial Implications Of Rearmament 


would, in effect, mean a transfer 
of debt from commercial banks to 
savings institutions. A _ salutary 
decline in bank deposits would re- 
sult. 

The Treasury should cease sales 
of non-marketable redemption 
obligations except to meet the 
normal demand tor the E bonds. 
A large volume of non-marketable 
debt not only places a potential 
draft upon the commercial bank- 
ing system, but also tends to 
freeze the interest rate curve. 
The banking system is under po- 
tential draft because heavy 
redemptions will cause the 
to obligations to 
commercial banks. <A large re- 
demption debt tends to freeze the 
existing interest rate curve for 
fear that increase in money rates 
will cause owners to redeem their 
holdings of non-marketable debt. 
Particularly is this the case now 


Treasury sel] 


that redemption values are based 
the rather than the 
present interest r: 


on wartime 


ite curve. 


Continued from first page 


3) That vigorous reliance be 
placed upon selective credit 
control in the three fields of 
security loans, consumer 
credit and mortgage credit. 

The aim of such. controls 

should not only be that of check- 

ing increases in these forms of 

credit, but of bringing about a 

substantial decline in order to re- 

lease materials and men to the 
defense program. 

(4) That the Federai Reserve Sys- 
tem be free to formulate 
credit policies which it deems 
in the best interests of the na- 
tion, and to which the Treas- 
ury must adjust its operations. 


Those of us 
dual banking 


who believe in a 
system privately 
managed and operated and who 
subscribe to free competition in 
the capital markets as in the other 
sectors of Our economic life 
should give full support to the 
Federal Reserve System in its 
present controversy with the 
Treasury. It is fighting the fight 
of free enterprise and of a private 
banking system. 


Inflation, Deflation and 
The Stock Market 


showing up more and more, which 
indicate a growing vulnerability 
at least on an intermediate basis. 

Among them are the distribu- 
tive patterns that have appeared 
in a good many stocks and are 
now appearing in many more. 
The jiggles and sharp movements 
in individual issues that are be- 
ginning to take place is another 
usual occurrence at this point. It 
is also true that, again beginning 
roughly about a month ago, the 
amount of volume needed to ad- 
vance the market by a point in 
the industrial average began to 
shoot up very sharply, and that 
ratio has continued since then in 
an unfavorable direction. 


Might Have Blow-Off 


I would not know nor be at all! 
sure that the highs of 10 days 
ago were the absolute highs of 
this move. It is possible that we 
might between now and _ the 
election have something of a 
blow-off in the market, the type 
of thing which we have had very 
seldom in recent years. If we 
did have it, I think it would make 
the market's vulnerability com- 
plete and would make the atti- 
tude of cutting down on stock 
commitments at least on an in- 
termediate basis as close to a 
guaranteed procedure as you 
could ask for. 

It is true that in back of all 
this is a great inflationary back- 
ground, which certainly has been 
sharply increased since the war 
with Korea broke out. I would 
like to point out in connection 
with that only this, that other 
great inflations have had equally 
great interruptions, and the 
larger the inflation the larger the 
interruptions become. 

I would like to question the 
idea that in a really great infla- 
tion common-stocks- benefit 
greatly thereby or are particularly 
good hedges. However, that idea 
is such a common public belief 
that as the inflation idea rises in 
the public mind it subjects the 
market to wider and more violent 
swings than would otherwise oc- 
cur. 

Actually, looking the situation 
over, aren’t we in for a period of 
at least some deflation over the 
next, say, six to nine months? I 
don’t need ‘to go into detail on 


what the Federal Reserve Board 


is doing in the 
controls. However, it is interest- 
ing that rather than pay direct 
attention to the outcries that have 
arisen against the effect of the 
controls already made, they are 
continuing on and are instituting 
even tighter controls, and conceiv- 
ably will go a good deal further. 


way of new credit 


Controls 


I have noted that they have 
agreed to review the situation, but 
that they state that that review 
will not be completed for several 
weeks. Well, we are just exactly 
three weeks away from the elec- 
tion. I think it may be very sig- 
nificant that they will not have 
completed that review until the 
election returns are in, and the 
question of stiff controls and pos- 
sibly stiffer controls is removed 
from that part of the _ political 
arena. I wouldn’t say it is re- 
moved from politics, by a long 
shot. 

You have all seen the estimates 
that the recent increased pay- 
ments for housing are calculated 
to bring about a drop of something 
in the neighborhood of 50% in 
residential construction next year. 
The decline, of course, in factory 
building and other types of con- 
struction, would not be nearly 
as large as that. 


Question of 


The recent shortening of the pe- 
riods of payment on automobiles 
from 18 months to 15 months, and 
also on certain other goods, is a 
really tough one. It isn’t the 15- 
down payment that causes the 
great trouble at the present time; 
it is the increase in the monthly 
payments by shortening the period 
that really hurts. 

Even allowing for that; one will 
say to me, “The automobile com- 
panies will still have a good year 
next year, just as a very round 
figure, let us say, a 5-million car 
year.” That an enormously 
good year, but that is a drop not 
only from the estimated 1950 fig- 
ure of 6% million cars but also 
from the third quarter rate of 
slightiy over 8 million cars, and 
that is a worthwhile decline. 

I could carry that analogy 
through into other important seg- 
ments of the economy, particu- 
larly the heavy goods end, but I 
think that is enough as an out- 
line of that part of the picture for 
the next six to nine months. 
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Rearmament Not a 
Problem 

In the meantime, it 
known that to get a 
program rolling is no simple 
lem. The blue-prints 
very time-consuming, 
we will have a rearrnament pro- 
gram coming in in quantity to 
take up whatever slack ay de- 
velop, should be, as a good guess, 
at least six months and maybe as 
mucn as nine. 

I think it is very important to 
go back and read the statement 
of the Federal Reserve Board in 
August which you might call their 
“Declaration of Independence” 
independence from subservience 
to the Treasury Department. I 
think it. indicates that they are 
going to play for keeps and that 
they have no intention whatso- 
ever of not doing so. 

I mention that because the in- 
dications are that they intend to 
continue to firm up short-term 
interest rates as part of their pro- 
gram. They obviously are not 
shooting for any drastic change in 
the over-all interest pattern. That 
is, I think, out of the picture. 

However, I cannot help but be 
concerned particularly as a part- 
ner of a house that does a certain 
amount of underwriting, to recog- 
nize that we have a very substan- 
tial amount of new-issues business 
ahead of us between now and the 
end of the year, and I am keeping 
an awfully sharp eye short- 
term interest .rates and what the 
teserve Board does, because even 
a brief jam in the capital market 
would have some repercussions on 
the stock market. 

One of our colleagues has 
pointed out that for the fifth 
time in the history of this country 
we have had a really substantial 
decline in bank investment, which 
got under way in January of this 
year. The previous comparable 
times were 1919, 1928-1929, 1937 
and 1946. A great many argu- 
ments can be produced that it is 
different’ this time. They would 
not be the same arguments that 
were produced at the previous 
times to prove that they were dif- 
ferent, but they still would be 
there. 

I don’t like that analogy at all, 
because those previous periods 
preceded something rather pain- 
ful. 

Further, as to the question of 
inflation and deflation, the Treas- 
ury is currently running a slight 
surplus, according to the last fig- 
ures, and probably will have 
something in the nature of not tog 
much of a deficit for the fiscal 
year, and actually on a cash basis 
will run a very substantial sur- 
plus between now and the first of 
April. That, for the time being, is 
definitely on the deflationary 
side. 
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The Tax Picture 

I don’t know what to say 
actly about the tax picture. The 
news stories, the inside informa- 
tion, the news letters, and all the 
rest of it, change so much from 
week to week as to what is going 
to happen to us that I think that 
is a subject that would be more 
dangerous to make a prediction 
than the stock market, and 
that is saving ‘a good deal. 

However, in relation to taxes, I 
think it is important, then, to 
move on and at least take a look 
at and make some kind of guess 
regarding the domestic political 
scene and the coming elections. 

In August—beginning July 
but particularly in August the 
Republican hopes were very high 
of a really substantial overturn in 
November’s Congressional elec- 
tions. They talked of capturing 
the Senate, of at least cutting the 
Democratic majority in the House 
to a very low figure, and some 
went as far as to even predict 
a Republican House. Those hopes 
dwindled somewhat in September, 
but they were still there. From 
what I can find out, they have 
now virtually disappeared; so 
much so, that the dope from Ohio, 
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as many of you probably Know, is 
tnat Robcrt Tait has no better 
than a tifty-fiicy chance of being 
reelected. in other words, tnere 
is a reasonable enance that Taft 
wilt be beaten. 

Thar. in itself, would be quite 
a biow to tne conservative s.de, 
or whatever you want to cali ii. 


I have no doubts in my mind 
that the Democratic party has al- 
ready b.en taken Uver oy labor. 
l.owe\ this wouid be such a 
elear aemonst-.ation of it, and tae 
boost that it would give to tne 


man in tie White house would be 
suco, that I think it would have 
many unpleasant repercussions. 

L-av.ng Taft out of it, if tere 
is no purcicular change in the 
make-u) of the Sena.e or the 
House after the elections, it will 
be a distinct setback for tae 
Republicans because it is normai 
to have some swingback to tae 
opposi..on pariy in wnai they call 
the oli-year election. I think it 
would constitute something in ef- 
fect of a mandate to Wir. arudii.ai 
to go .chead wi.h wnat he wanted 
to uo in the way in which he 
wanted to do it. 

Well, there are such things in 
the picture as roilbacks of prices. 
People now lauga at me when I 
say it, but I can’t get it out of my 
mind completely. 


Tue Foreign Picture 

It is almost essential to make a 
couple of remarks on the foreign 
picture. 

We, apparently, are in for a 
certain number of months of 
peace, because it seems unlikely 
wnat the Russians will start some- 
thing importantly new during the 


winter. However, I would like to 
point out that they are doing 
pretty well in Indo-China right 
now. Yes, they have _ indirectly 
taken a very bad beating in 
Korea, but they may accomplish 


a great deal more in Indo-China. 
Ac.ucliy. I have held a theory for 
a number of years, and I happen 
to have studied Russia for a great 
many years, tnat the danger 
pcriod came when we finally had 
them stopped. As long as tney can 


aavance on some front, I would 
say the odds on wer were rather 
small, but as soon as we get suf- 
ficiently busy in stopp.ng them, 
and they no longer have some 
place at which they can exvand, 
then I think you have a really 


critical period ahead of you. 

At that point, in essence of what 
will happen, as far as their own 
people are concerned, is that the 
boys in the Kremlin will have to 
fisn or cut bait. 

Consequently, I took upon 1951 
as a much more dangerous year 
than 1950. 

In summary, this all adds up, to 
me, from the technical point of 
view, the political point of view, 
the business and economic and the 
foreign points of.view, to the opin- 
ion that we have ahead of us 
and are just about beginning to 
enter a pcriod during which a 
great many things could happen 
which would be bad for the mar- 
ket, and not very many things 
are likely to happen which will be 
particularly good for it, and at 
its present level and in its some- 
what technically vulnerable con- 
dition. certainly at least on an in- 
termediate basis, it is a better sale 
than a purchase. 


H. L. Goldberg & Co. 


H. L. Goldberg & Co., members 
of the New York Stock Exchange, 
will be iormed Nov. 2 wi h offices 
at 11 Wall Street. Partners will 
be Henry L. Goldberg, member of 
the Exchange, and Harry Neufci+, 


who wiil ecequire the exchange 
membership of the late Joseph M. 
Fitzs! nons. 
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The State of Trade and Industry 


ing mill space available to break down the ingots, concludes the 
‘Iron Age.” 

The American Iron and Steel Institute announced this week 
that the operating rate of steel companies having 94% of the steel- 
making capacity itor tae entire industry wiil be 102.6% of capacity 
io. the week beginning Oct. 23, 1950, compared to 102% a week 
ago, or a rise of 0.6 point. 

This will be the fifth consecutive week in which more steel 
is scheduled to be made than ever before in the history of the steel 
indus.ry and the sixth consecutive week and the eighteenth week 
of 195) in which steelmaking furnaces have been operated at 100% 
of capacity or higter. 

This weeks operating rate is equivalent to 1,978,900 tons of 
steel ingots and castings for the entire industry, compared to 
1,96/,300 tons a week ago. A month ago, based on new capacity 
the rate was 100.7% and production amounted to 1,942,200 tons; 
a year aco, based on the smaller capacity then prevailing, it stood 
at J% and 166,000 tens. The low output a year ago was due to a 
strike then in progress. 


Electric Output Declines Further in Latest Week 


The amount of electrical energy distributed by the electric 
light and power industry for the week ended Oct. 21, was esti- 
rated at ~,502,540.000 kwh., according to the Edison Electric In- 
stitute. 

It was 6 051,000 kwh. lower than the figure reported for the 
previous week, 72,202,000 kwh., or 19.7% above the total output 
for the week ended Oct. 22, 1949, and 963,655,000 kwh. in excess 
of the output reported for the corresponding period two years ago. 


Carloadings Advance to Highest Level Since 
Last Week in October, 1948 


Loadings of revenue freight for the week ended Oct. 14, 1950, 
totaled 888.559 cars, according to the Association of American 
tailroads, the highest since the last week in October, 1948, and 
a. increase of 24,883 cars, or 2.9% above the preceding week. 

The week’s total represented an increase of 304,611 cars, or 
2.2% above the corresponding week in 1949, but a decrease of 
4,398 cars, or 2.7% below the comparable period of 1948. 
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Auto Output Rises on Return of General Motors 
and Ford to Normal Operations 


Combined motor vehicle production in the United States and 
Canada the past week, according to “Ward’s Automotive Reports,” 
totaled 184,121 units, compared with the previous week’s total of 
174,040 (revised) units and 143,049 units a year ago. 

Responsible for the rise was the return of General Motors and 
Ford to normal operations, Ward’s stated, The former had had a 
branch assembly closed last week for inventory, while Ford’s out- 
put was held down by the after-effects of the earlier strike in its 
steel plant rolling mills. 

Total output for the current week was made up of 
cars and 25,497 trucks built in the United States and a 
5.714 cars and 2.380 trucks built in Canada. 

For the United States, output was 176,027 units, and in the like 
week of last year 135,656. Canadian output a year ago amounted 


7 2 


to 7,393 units. 


150.530 
total of 


Business Failures Decline Below Week and Year Ago 


Commercial and industrial failures declined to 165 in the week 
ended Oct. 19 from 188 in the preceding week, Dun & Bradstreet, 
Inc., reports. Casualties were less numerous than a year ago 
when 181 occurred, but continued above the 1948 total of 124; 
they were down 40% from the 277 recorded in the similar week 
of 1939. 

Of the week's total casualties, 127 involved liabilities of $5,000 
or more. Failures of this size declined from 137 in the previous 
week and 141 last year. Small casualties, those having liabilities 
under $5,000, fell to 38 from 51 a week ago and compared with 40 
of a year ago. 

All industry and trade groups, except manufacturing, which 
rose from 2 to 39, evinced a decrease during the week. Casualties 
were less than a year ago in“alk tines except commercial service. 
The sharpest decline was im-wholesale trade where only one-half 
us many failures occurred as-a-year ago. 

A major portion of the weekly decrease was concentrated in 
the Pacific States. The Middle Atlantic and New England States 
roted an increase. In these two areas as well as in the West North 
Central, the East and West South Central, casualties equalled or 
exceeded their 1949 level. Amiong the remaining four regions, 
failures dipped only slightly below last year except for a sharp 
decline in the South Atlantic States to less than one-fourth the 
number in 1949. 


Food Price Index Holds Unchanged at Lowest Level 
in Three Months 


teflecting mixed movements in food prices the past week, the 
Dun & Bradstreet wholesale food price index for Oct. 17 continued 
unchanged at $6.48, the lowest level since July 18 when it stood 
at $6.41. The current number represents a rise of 16.1% above 
the $5.58 recorded on the corresponding date a year ago. 

The index represents the sum total of the price per pound 
of 31 foods in general use. It is not a cost-of-living index. Its 
chief function is to show the general trend of food prices at the 
wholesale level. 


Wholesale Commodity Price Index Shows Little 
Change in Week 


The daily wholesale commodity price index, compiled by 
Dun & Bradstreet, Inc., trended lower most of the past week, 
but turned upward at the close to finish at 290.44 on Oct. 17. This 
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compared with 290.28 a week earlier and with 241.71 on the corre- 
sponding date a year ago. 

Grain prices moved irregularly in narrow limits with the 
general trend downward. 


Trading interest continued dull and volume of sales on the 
Chicago Board of Trade fell to the lowest level since before the 
start of the Korean War. 


Wheat showed greatest weakness under pressure of hedges 
induced by poor export demand, large storage stocks and slow 
domestic tlour buying. Corn was relatively stronger than other 
grains, aided by light country marketings and continued moderate 
demand for export. The October crop report of the Department of 
Agriculture, issued last week, showed little change from a month 
ago. The estimated production of wheat for 1950 was placed at 
1,010,069,000 bushels, corn at 3,117,967,000 bushels, oats at 1,483,- 
975,000 bushels and soybeans at 275,256,000 bushels. 


Aside from some bookings of spring wheat flours at the start 
of the week, the domestic flour market remained very quiet. 
Temporary price reductions at the weekend failed to bring any 
appreciable volume of bookings as most users were covered for 
two to three months at somewhat lower prices. Cocoa continued 
depressed with further declines reflecting a lack of interest in the 
spot market and a seasonal expansion in offerings from primary 
markets. Domestic sugar futures tended to sag in comparatively 
light trading. 


Deliveries of refined sugar in the week ended Oct. 7 dropped 
sharply to 118,000 tons, the lowest since last February. 


Coffee prices were irregular with several large grocery chains 
announcing a reduction of 2 cents a pound in the retail price of 
coffee, the first decline since mid-May. Lard developed a stronger 
tone following early weakness. 


Cotton prices moved steadily lower this week under pressure 
of heavy liquidation. The New York spot quotation showing a 
further sharp drop of 2.34 cents a pound from a week ago. Trading 
was less active with buying limited mostly to mill price-fixing. 
Demand for export was considerably slower. Early selling was 
prompted by the official Oct. 1 crop forecast of 9,869,000 bales, 
which showed a decrease of only 13,000 bales from a month pre- 
vious. Further weakness and uncertainty resulted from the an- 
nouncement of export controls for the staple. 


Cotton ginnings reported through the end of September this 
season totaled 2,770,000 bales, a decline of 47.8% from 5,306,000 
bales ginned in the corresponding period a year earlier. 

Daily average consumption of cotton during September, as 
estimated by the New York Cotton Exchange, was 38,800 bales, as 
against a daily rate of 40,400 in August and 32,600 in September, 
last year. 


Trade Volume Turns Lower Due to Unfavorable 
Weather and Credit Controls 


Unfavorable weather and the tightening of credit controls were 
instrumental in reducing total retail trade slightly below the level 
of the preceding week; however, aggregate dollar volume of con- 
sumer purchases continued to exceed that of a year ago, Dun & 
Bradstreet, Inc., reports in its current summary of trade. Shop- 
pers were generally not as selective and price-conscious as in 1949. 

Retailers of apparel sold slightly less than during the pre- 
ceding week, but total unit volume remained above that of a year 
ago. Indian Summer weather in many sections discouraged in- 
terest in coats and suits, 

Aggressive promotions of women’s sportswear, children’s cloth- 
ing, and haberdashery generally garnered spirited response. 

Retail food volume was practically on a par with that of the 
previous week, but moderately higher than a year ago. Among 
the items highly favored by housewives were poultry, pork and 
canned meats. There was a very slight rise in the amount of 
frozen food sold; peas, berries and juices were increasingly pop- 
ular. Many retailers noted a slackening in the demand for pantry 
staples such as sugar and coffee. 

Household goods were in decreased demand in most parts of 
the nation last week and total volume did not vary appreciably 
from a year ago. While shoppers’ interest in small appliances, 
incidental furniture, and hardware remained high, there was a 
noticeable lessening in the demand for television sets and large 
furniture pieces. 

Sales volume of both 
to slip. 

Total retail dollar volume for the country in the period ended 
on Wednesday of last week was estimated to be from 2 to 6% 
above a year ago. Regional estimates varied from last year’s 
levels by these percentages: 

New England +5 to +9, East +1 to +5, South and Midwest 
+3 to +7, Northwest and Pacific Coast +2 to +6. 

Reflecting uncertainty in some trade circles over future gov- 
ernment plans, the dollar volume of wholesale orders shrank 
slightly in the week. However, it was noticeably higher than in 
the similar 1949 week. Buyer attendance at many wholesale 
markets declined moderately from the prior week and was some- 
what below that of a year earlier. 


Department store sales on a countrywide basis, as taken from 
the Federal Reserve Board’s index for the week ended Oct. 14, 
1950, rose 11% from the like period of last year. An interest of 
9% (revised) was recorded for the previous week from that of a 
year ago. For the four weeks ended Oct, 14, 1950, sales showed a 
rise of 9% from the corresponding period a year ago and for the 
year to date registered an advance of 5%. 

Notwithstanding the fact that fall apparel sales in New York 
last week were sluggish due to the warm weather, department 
store sales were up about 12%. 


According to the Federal Reserve Board’s index, department 
store sales in New York City for the weekly period to Oct. 14, 1950, 
advanced 13% from the like period of last year. In the preceding 
week a rise of 5% was registered from the similar week of 1949. 
For the four weeks ended Oct. 14, 1950, an increase of 9% was 
noted and for the year to date, volume advanced 1% from the like 
period of last year. 
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The following statistical tabulations cover production and other figures for the 
latest week or month available. Dates shown in first column are either for the 
week or month ended on that date, or, in cases of quotations, are as of that date: 


Indications of Current 
Business Activity 


AMERICAN IRON AND STEEL INSTITUTE: Week 

Indicated steel operations (percent of capacity) f 102.6 
Equivalent to 

Steel ingots and castirgs (net 


Previous Month Year 
Week Ago Ago 


102.0 100.7 


Latest 
Month 


Previous Year 


; ais Month Ago 
9.9; AMERICAN GAS ASSOCIATION — For Month . 


of August 
tons)__ 1,972,900 1,967,300 1,942,200 i(M therms: 2 768,646 


166,000 Total gz 

Natural gas sa.ies (M therm.) a: 2eactee 
AMERICAN PETROLEUM INSTITUTE: Manufactured gas sales (M therms) 119.126 
Crude ofl ard condensate output daily average (bbls. Mixed gas sales (M therms) 78.003 
gallons each) - ---" 5,861,7! 5,671,900 5,238,330 
Crude rurs to stills— daily average (bbls.) ‘ fs 6,091,000 5,983,000 
Gasoline output (bbls.)__- — 19,259,000 ,628,000 
Kerosene output (bbls.)_-- 2,366,000 240, 2,175,000 
Gas, oil, and distillate fuel oil output (bbis.) vt 8.674,000 y v ,314,000 
Residual fuel oil output (bbis.) - Jet 3,426,000 55, 160,000 
Stocks at refineries, at bulk terminals, in transit and in pipe lines— 

Pinished and unfinished gasoline (bblis.) at 
Kerosene (btls.) at _- inti ct 28,555,000 
Gas, oil, and distillate fuel oii (bbls.) at nae 830.959.0000 
Residual! fuel oil (bbis.) at a ; t 42,526,000 


2,711,139 
2,499,773 
130,079 


61,287 


2,267,061 
2,075,931 
123,359 
67,771 


»o 


1 
WU «1h 


950| BANKERS DOLLAR AC CEPTANCES OUT- 
00 ) | STANDING — FEDERAL KESERVE BANK 
og O¥ NEW YORK—As of Septeniber 30: 
an | Impor 

000 Expor: 

‘ Domestic shipme: 

Domestic waliehouse cred‘! 

Dollar exchenge 
Ba-ed on goods 


$254,149.COO0 $237,634,000 $133,116.000 
73,549,000 87,297.000 37,362,000 
1.,447,000 11,664,000 6,393,000 
17,552,000 14,062,000 13,069,000 
2,262,900 1,372,000 1,256,000 


WAHK OW 
ee 
© DD FO wm Co 


103,807,006 103,700,000 305,000 , 767,006 
28,170,000 },577 000 27,758, 00( 
78,601,000 136,000 952,006 to.ed and n 
42,213,000 , 208,000 000 foveign countrie 23,137,000 


21,410,000 13,973,000 


Tota! 3,639,000 $207,169,00¢ 
+2, | BUILDING PERMIT VALUATION — DUN 
BeADSiRbeT, INC.—215 CITIES—Mo: 


{ Septempe: 


Ol 

CIVIL ENGINEERING CONSTRUCTION —~ ENGINEERING NEWS- New England : 850.6 639,026 
RECORD: Middle Ailanti 8715 94 483.711 
Total U. S. construction_- nndinn $260,750,000 south Atiasnt 1 665,633 ,473,698 
Private construction —~_~~- a ¢ 153,265,000 Ea t Central 262.684 
Public construction en _. Ox 77.485,000 South Cent 74.086,2£05 .389.778 
State and municipal___-_ oul 72.659.000 Wei Central 29,269,599 35,749,481 
Federa! a sate - oO 1: 4,826,000 Moui n 15,958,676 9,413,134 11,482,023 
Pacili 70,453,240 91,566,462 58,024.17 


COAL OUTPUT (U. 8S. BUREAU OF MINES): Total United Stat £408.266.593 3:5 997,972 $390,982,72 
Bituminous coa] and lignite (tous) -~..Oct. 14 300,000  —-:11,415,000 75,000 2,31 New York Cits 39,673,613 37,858,882 48,294,981 
Pennsylvania anthracite (ton pao hiCt 081,000 1,003,000 000 26 tside of New Yor City 377.593.3606 513,139,091 342,687,742 
Beehive coke (tons)_----~-~ = -.. UCt 147,600 *144 200 700 vil 2 oi. os Ji 542,061, 


ASSOCIATION OF AMERICAN RAILROADS: $397,152,000 


Revenue freight loaded (number of cars) _ . 


. 863,676 
Revenue freight received from (number of cars) 


730,156 


$24,926,950 
89,269,025 
36,106,700 
80,402,401 
57,414,721 


33,356,720 


$156,697,000 $238.499,.000 
88,065,000 425,000 
68,632,000 94,474,000 
57,306,000 85,998,000 
11,326,000 6,476,000 


SINESS FAILURES—DUN & BRADSTREET, 
INC.—Month of Septembe: 
Manufacturing number 
Whol imber 
Retail numbe 
Construction numbe; 75 
Commercial service nuimber 43 


DEPARTMENT STORE SALES INDEX--FEDERAL RESERVE SYS- 
TEM—1935-39 AVERAGE—-100 : G On 


EDISON ELECTRIC INSTITUTE: 


Electric output (in 000 kwh.) ,502,540 


Total num 648 787 732 
7,225,000 
2,228,000 

5,000 5,685,000 
1 
2, 


Manufacturing liabilitie 
Wholesale liabilii 1 
Retail liahbilitie 4 
1 
1 


FAILURES (COMMERCIAL AND INDUSTRIAL) —DUN & BRAD- a ; 
STREET INC. ..........__- ir __.O« 99,695 ,00C $ 


1,000 


$9,379.000 
2,653,006 
4,929.0006 
2,148,00/ 
1,269,000 


o 


77 
303,000 
.450,600 


Construction Lat 


233,000 


TRON AGE COMPOSITE PRICES: 
077,000 


Finished steel (per lb.)_ 
Pig iron (per gross ton) 
Scrap steel (per gross ton) __ 


3.237¢ Commercial servic: 
$49.36 
$40.67 


3.837C 
$49.19 5.8! ee —— an 
$40.67 Total lhabilitie $15,254,000 $18,448 000 $20,598,000 
COMMERCIAL PAPER OUTSTANDING—FED- 

ERAL RESERVE BANK OF NEW YORK— 


As of Sept. 3G 1000's omitted 

CONSUMER PURCHASES OF COMMODITIES— 
DUN & BRADSTREET, INC. (1935-1939 
100)—Month of September 


METAL PRICES (E. & M. J. QUOTATIONS): 
Electrolytic copper— 
Domestic refinery at 
Export refinery at___- 
Straits tin (New York) 
Lead (New York) at_____~_ 
Lead (St. Louis) at ____ 
Zinc (East St. Louis) at- 


$308,000 $286,009 $265,000 
24.200¢ 
24.425c 
113.250c 
16.000c 
15.800c 
17.500c 


24.200c 
24.425¢ 
112.000c 
16.000c 
15.800c 
17.500c 


22.900« 

24.425c 
101.000« 

16.000« 3.000¢ 
15.800c 2.800c 
17.500c 9.250¢ 


COTTON GINNING (DEPT. OF COMMERCE): 
Running oales ‘exclusive of linters prior to 
October 1 
COTTON PRODUCTION — U. S. 
AGRICULTURE—As of October 
Production 500-!b. g:oss bale 


5,306,452 


MOODY’S BOND PRICES DAILY AVERAGES: DEPT. OF 
U. S&S. Government Bonds__ , : 


Average corporate —__ 
Aa ‘ 


101.49 ( 90 
115.24 5. 04 
119.41 y 20.84 
118.40 8. 00 
‘ . sete hated , ‘ i 114.66 5.2 2% 
Baa - , i : tt. 24 109.06 ‘ 74 
Railroad Grovyp z 111.25 2 60 
Public Utilities Group __-_- 115.82 41 


9,669,000 9,882,000 16,127,000 
FACTORY EARNINGS AND HOURS—WEEKLY 

AVERAGE ESTIMATE — U. S. DEPT. OF 

LABOR—Month of September 


Earning: 


Industrials Group ___-__- 


MOODY'S BOND YIELD DAILY AVERAGES: 
U. 8. Government Bonds_-_ 
Average corporate _______ 


Baa jet ee - 
Railroad Group _____-__-_- 
Public Utilities Group___-__ 


119.00 


i) 


> © to 


op 
TON MWS 


emo-) 


~ 


2.38 
2.88 
2.67 
2.72 
2.90 
3.22 
3.09 
2.85 


or 


19 
83 


All manufacturins 
Durable goods 
Nondurable goods 

Hours 

All manufacturing 
Durable good: 
Nondurable good 

Hourly carnings 

All manutacturing 
Durable good 
Nondurable good: 


$60.53 
64.90 
55.42 


40.9 
41.6 
40.1 


$1.480 
1.560 
1.382 


*$60.32 
*64.33 
*55.65 


41.2 
*41.8 
*40.3 


*$1.464 
*1.539 
1.574 
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Industrials Group 


=) 
° 


iene hie 2.70 2.65 
FAIRCHILD PUBLICATION 
INDEX — 1925-39 1oo 

AS OF OCT. 1): 
Composite index : *139.! 
191.375 Piece goods i3% 130. 
208,450 Men's apparel 139. 
94 Women's apparel 32. °331:. 
422.552 Infants’ and children wear 3 130. 
Home furnishing 53.8 151. 


RETAIL PRiIcz 


MOODY'S COMMODITY INDEX (COPYRIGHTED 


- 
~ 


466.2 339.7 


2 


NATIONAL PAPERBOARD ASSOCIATION: 
Orders received (tons) 231,419 281,869 
Production (tons) —_ ] a 237,498 231,663 
Percentage of activity____ : . — : 102 100 
Unfilied orders (tons) at__ 752,556 763,679 


e&oron vu 


Piece 2o0o0ds 
Rayons and silks 3 113. 
Woolens 145.5 144. 
Cotton wash good : ? 149. 
Domestics 
Sheets 2 176.6 
Blankeis and comiortable 50.5 149. 
Women's apparel 
Hosiery ‘ 102. 
Aprons and housedresses 2 142. 
Corsets and brassicies 8. 131. 
Furs : 138. 
Underwea! 34.: 133 
Shoes z. 141 
Men's apparel 
Hosiery c 140. 
Customers’ other sales ,429 986,829 601,354 Underwear ‘ 152.‘ 
Dollar value ----- - - - 457 $39,247,146 23,424,479 $21,5 Shirts and neckwear y 129 
Round-lot sales by dealers— Hats and cap 27.3 127.2 
Number of shares—Total! sales 396.460 342,220 201.450 942 95 Clothing including overell 31.§ 131. 
Short sa!es . Shoes - 170 
Other sales Infants’ and children’s wea 
Round-lot purchases by dealers Socks 
Number of shares_____- Underwear 
Shor 
Furniture 
WHOLESALE PRICES NEW SERIES — U. S. DEPT. OF LABOR— Floor covering 
1926—100: Radios 
All commodities . Luggage 
Parm products E'ectrical household appliance 
Grains China 
Livestock 
Poods - 
Meats _ 


OIL, PAINT AND DRUG REPORTER PRICE INDEX—1926-56 
eee eee ee ee ree 


WO-+! 


STOCK TRANSACTIONS FOR THE ODD-LOT ACCOUNT OF ODD- 
LOT DEALERS AND SPECIALISTS ON THE N. Y. STOCK 
EXCHANGE—SECURITIES EXCHANGE COMMISSION: 


Odd-lot sales by dealers (customers’ purchases )— 
Number of orders sated ; shaman 
Number of shares—Customers’ total sales 
Dollar value 

Odd-lot purchases by dealers (customers’ sales )— 
Number of orders—Customers’ total sales : 

Customers’ short sales 

Customers’ other sales a 
Number of shares—Customers’ total sales 

Customers’ short sales 


on 


129 31,014 
139 941,601 
967 $41,807,525 


20,648 
625,857 
.460,428 


a3 -) .) 


te 


548 34,814 21,884 
314 286 294 
234 34,528 21,590 
440 997,317 612,186 
,O11 10,484 10,832 
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396,460 342,220 201,450 
150 
119. 
146. 
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279,880 271,660 202,020 
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| METAL OUTPUT (BUREAU OF MINES)— 
Month of August 
Mine production of recoverable metals in the 

United States 

Copper (‘in short tons) 

Gold iin fine ources! 

Lead ‘in short tons) 

Silver (in fine ounces! 

Zinc ‘in short tens) 


Zeagt@e products ......... 
Puel and lighting materia!s 
Metals and metal products 
Building materials______ 
Chemicals and allied product 


*Revised figure 


© *62,729 
*165,982 
+34,159 
*2,889,579 
49,433 


ws) J) <) 2 -) +) «) +) +) +1 +) 
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fIncludes 459,000 barrels 


“Revised *Monthly average 1949. 
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What Controls Do We Need? 


it requires the ful] dedication of 
all our resources, and not partial 
dedication. We all know chat we 
must start now, and not laier on. 
We all know that it wil be a loiig, 
hard pull, and not a snort one. 


What Constitutes Ali-Out Effort? 


There is no solid difference ot 
opinion anywhere on any of these 
points. The specific issue whicn 
must still be resolved is only this: 
What constitutes an ali-out effort? 
How best can we marshal and em- 
ploy all our strengtn? Let me 
illustrate by analogy. 

If one Olympic athlete enters a 
three-mile marathon and another 
a 100-yard dash, they both need 
to make an all-out eifort. But if 
the long-distance runner races the 
first 100 yards in 92/5 seconds, 
he will end ti:e marathon last and 
not first. The kind of all-out ef- 
fort must be adjusted to the na- 
ture of the race. 

After Pearl Harbor, the kind of 
all-out effort we had to make was 
well defined. We undertook a ter- 
rific military build-up, at full 
speed. Our armed forces rose to 
a peak of about 12 million. Our 
war expenditures reached a peak 
of about $90 billion annually. Di- 
rectly and indirectly, the war ef- 
fort absorbed about 40% of our 
total national production. Eco- 
nomic policy had to be geared ac- 
cordingly. lt required tremendous 
limitataons upon goods for indus- 
trial and consumer use. While 
this somewhat impaired our long- 
range economic strength, we had 
to do it. And we could aiford to 
do it, during the limited period 
for which an all-out war was 
likely to last. 

But only disaster would result 
from blindly copying now what 
we did after Pearl Harbor or in 
1944. To do that, allowing for the 
country’s growth, we would now 
be recruiting an armed force of 
about 15 million. We would now 
be planning to spend far above 
$100 billion a year for military 
purposes, Any such _ program 
would probably make another 
world war inevitable; and if that 
did not happen, supporting so 
great a military burden for in- 
definite years would ygradually 
drain our strength. Instead, we 
are now undertaking a substantial 
but gradual build-up of military 
strength. The goal, according to 
the President's most recent state- 
ments, is less than a third as high 
as the peak of World War II. We 
seek, in combination with the 
other free peoples of the world, to 
build up enough actual strength 
to deter aggression, and to be 
well-poised for stil] further inili- 
tary expansion if necessary. 

Correspondingly, our efforts on 
the economic front must be syn- 
chronized with the defense pro- 
gram we are now undertaking. 
We do need substantial controls 
now, to divert goods from indus- 
trial and civilian use to military 
use more rapidly than production 
can be built up. But we do not 
need as many or as tough con- 
trols as in 1944, because the tran- 
sition to military activity is not 
nearly so rapid or so great. If we 
imposed all of these controls now, 
it would not simply be “too much 
too soon.” It would be the wrong 
thing at the wrong time, because 
it would get the military program 
and the economic program all out 


of balance. 
Excess Controls Would Discourage 
Maximum Production 


More important, while controls 
and production are not conflicting 
objectives, controls in excess of 
necessity would discourage maxi- 
mum production for the long pull. 
And this emphasis upon produc- 
tion is even more important than 
during World War II, because of 
the indefinite duration the 


of 


problem now confronting us. This 
indetinite duration requires us to 
keep Our industrial power strong 
and to make it stronger, so that 
the military load will become eas- 
ier to bear later on than in the 
first year or two, and so that our 
economic power will remain in- 
tact against any possibility of 
some greater crisis later on de- 
spite our best efforts to avert it. 
The indefinite duration of the 
problem also warns us against 
cutting too heavily into the ci- 
villian economy, not because we 
place more emphasis on butter 
than on guns, but rather because 
civilian efficiency and morale and 
hope are essential supports for a 
heavy defense effort of uncertain 
length. 

The central task of economic 
policy is to achieve and main- 
tain the balance among military 
strength, industrial strength, and 
civilian strength which will maxi- 
mize our total strength, for as far 
into the iuture as we can see. 
Toward this end, expansion of 
production is relatively more im- 
portant than controls, because we 
cannot know how long the pull 
will be, and in the long run pro- 
ducing more gives us more 
strength than just dividing up 
what we have. 

To be sure, substantial controls, 
even beyond those already ap- 
plied, will be needed, because the 
immediate military build-up can- 
not be matched by enough addi- 
tional production right away. That 
is why the government has al- 
ready issued drastic credit con- 
trols to cut down on housing, au- 
tomobiles, and other durables. 
That is why we must look forward 
to additional regulations, allocat- 
ing materials in short supply and 
placing limitations upon nones- 
sential use of vital goods. That is 
why we should also look forward 
to additional tax increases, far 
greater than the $4'% billion in- 
crease recently enacted. The bur- 
den of the enlarged defense pro- 
gram must be borne by all of us, 
whether or not we pay for it by 
taxes. Taxes are merely the most 
economical and businesslike way 
of carrying the burden. The infla- 
tionary consequence, when tax 
policy is too weak, is for every- 
body the worst and most danger- 
ous way of carrying the burden. 
Public support should also be 
given unstintingly to the Treasury 
Savings Bond campaign, If all of 
those fundamental measures are 
used vigorously to cut down ex- 
cess purchasing power and thus 
to prevent civilian demand from 
exceeding civilian supply, we may 
be able to get by without the gen- 
eral wage and _ price controls 
which are so complex and cum- 
bersome and difficult, particularly 
in peacetime, although it is im- 
perative that an efficient organi- 
zation is being set up to deal with 
price and wage controls to the 
extent that these become neces- 
sary. 

But preoccupation with controls 
should not further divert public 
attention from the truth that pro- 
duction, and still more production, 
is the greatest of al] the non- 
secret weapons in the arsenal of 
American democracy. 

Instead of calling unreflectively 
for reimposition of all the controls 
of 1944, without testing their rele- 
vance to our current situation, let 
us examine the significance of 
production in the winning of 
World War II and i.s significance 
today. 

Jn the war years from 1939 to 
1944, the United States increased 
its total annual output—allowing 
for changes in the price level—by 
about 75%. If this gain had been 
35% instead of 75%, we might 
well have lost the war no matter 
what other measures we adopted. 





Production Potential Greater 
Than in World War Il 


As we now look a few years 
ahead, our potential for expanding 
production is far greater than it 
was at the outset of World War II. 
True, there are far fewer unem- 
ployed to be drawn upon. But this 
is more than counterbalanced, be- 
cause the military build-up now 
contemplated will not draw even 
one-third as many from proeduc- 
tion into the armed forces as were 
drawn in during World War II. 
And in plant and equipment, 
science and invention, capable 
management and skilled workers, 
our economy is incomparably bet- 
ter prepared for growth over the 
next five years than in the five 
years between 1939 and 1944. All 
that we need is an equal sense of 
urgency. 

If we could increase our totai 
annual output by 75% within the 
next five years as we did in that 
earlier five-year period, this totai 
would rise from about $280 billion 
now to almost $500 billion, If 
these figures sound fantastic, it is 
only because America’s greatesi 
non-secret weapon has not been 
{uliy unsheathed. On sober anal- 
ysis, could not a production record 
made during years when we were 
fighting a hot war all over the 
globe be repeated in the years im- 
mediately ahead? But in order to 
be conservative, let us assume that 
we do only a third as well in the 
next five years as we did between 
1939 and 1944. Even this gain— 
about 25% —would lift our annual 
output from about $280 billion 
now to about $350 billion by 1935. 
This rate of growih would be 
ample to support any defense ef- 
fort now in contemplation, build 
up further our industrial equip- 
meat and productive power, and 
maintain standards of living at 
levels adequate to support the de- 
fense effort. 


The Present Purpose of Controls 


Now, what is most needed to 
draw this mighty non-secret 
weapon from its scabbard and 


bring it into full use? 

First of all, economic controls 
should be used as aids to needed 
types of production, rather than 
to embarrass such production or 
in lieu of productive effort. For 
example, taxation high enough to 
combat infiation should not lead 
to taxation which dampens neces- 
sary production. Credit controls 
to cut back on _  non-essentials 
should not shut off funds for tne 
kinds of expansion that we need. 
There is a superficial appeal in 
the idea that everything should 
be frozen where it is. But to win 
our way through, we do not want 
to freeze but rather to release and 
accelerate the dynamic drive of 
our economic system. 

These dynamic qualities are not 
in any one place. They are all 
over the country, in factories and 
on farms, in mines and in business 
offices, in private organizations 
and at every level of public re- 
sponsibility. The Government can 
provide some specific spurs to this 
native dynamism: For example, by 
carefully chosen financial backing 
and tax incentives where neces- 
sary. The Government can also 
remove some of the road blocks: 
For example, by improved infor- 
mution concerning over-all re- 
auirements. But perhaps the great- 
est single aid would be for the 
Government to extend its leader- 
ship in setting some _ over-all 
targets or goals — by stating in 
broad outline what we as a nation 
can accomplish when we all pull 
together. 

A few years back, I advocated 
common agreement on a national 
prosperity budget, as a symbol and 
beacon to all of what the United 
States could register by way of 
peacetime progress. I now feel 
that our national effort to help 
make the free world secure should 
be translated increasingly into a 
concrete program, understandable 
both at home and abroad. This 
program might reveal and pe- 


riodically revise, as specifically as 
feasible, the relative magnitudes 
of the tasks before us—the mili- 
tary task, the civilian task, the 
industrial task, the interna.ional 
task. It might highlight a few of 
the core components of these tasks, 
such as the need not only for 
weapons but also for steel anda 
freignt cars and power. It mighi 
also uncover the bright prospect 
for fulfilling these tasks, if our 
native endowments are fuily used. 

What might be the benefits of 
this progressively affirmative ap- 
proach? 

First, this alfirmative approach, 
with accent upon. production, 
would confront the dictators with 
the weapons we use best. Although 
we need substantial controls, we 
cannot by controls devote as large 
a portion of our national product 
as the Russians do to military 
purposes, because we are not will- 
ing to degrade the living stand- 
ards of our people or make them 
slaves to a war machine. But we 
can oOut-produce the Russians suf- 
ficiently to maintain the precious 
values of our system, and at the 
same time checkmate their aggres- 
Sive military strength. 

Second, this affirmative ap- 
proach, with the accent upon pro- 
duction, would provide a frame- 
work for understanding and co- 
operation among management, la- 


bor, agriculture, and Govern- 
ment. By enabling each segment 


of the economy to see the job as 
a whole, and better to appreciate 
the reasons underlying public pol- 
icy, it would become easier for 
each to do its part. 


Concentrate More On What We 
Can Do 


Third, an affirmative program 
would help us to commiserate less 
about what we must do without, 
and focus more on what we can 
do. We should be prepared to 
make some sacrifices, but sacrifice 
is a negative concept which can- 
not take the place of positive 
service. Business will have to sac- 
rifice some of the profits whicn 
might be permissible in happier 
times; but it is even more impor- 
tant that business render more 
service by utilizing technology to- 
ward greater production. Labor 
will have to sacrilice some of the 
gains which would be desirable in 
peacetime; but it is even more im- 


portant that labor render more 
service by working longer anid 


improving its productivity. Farin- 
ers should not expect all the sup- 
ports which were customary in 
peacetime; but it is even more im- 
portant that farmers render more 
service by producing more and 
more of the fibers and foods which 
an expanding economy and an ex- 
panding defense effort require. 
Government must postpone some 
of the programs which it haa 
hoped to be able to complete; but 
it is even more important thai 
Government render more service 
by executing vigorously the pro- 
grams—both economic and mili- 
tary—which are essential to our 
salvation. 

Fourth, this affirmative projec- 
tion of what we can do, and how 
we propose to do it, can fire the 
American people with a resolution 
based not on despair but rather on 
hope, not on fear but rather on 
courage, The road ahead of us re- 
minds me somewhat of a dark 
passage, far less pleasant than the 
sunshine of established peace, in 
some respects chilly and forebod- 


ing. I think that the American 
people are willing to undertake 
this passage. But they want to 


sense that the passage is not end- 
less and that the destination is 
clear and rewarding. They must 
feel that the task which they are 
attempting is doable and not im- 
possible; and that in the defense 
effort they need not abandon all 
the other aspirations around 
which their lives center. 

Fifth, a full and open portrayal 
of what we can _ accomplisa, 
matched by determination to 
reach our goals, will powerfully 
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a‘fect the rest of the world. The 
men in the Kremlin may continue 
to look lightly upon the military 
strength of a democracy in peace- 
time. But they know full well the 
implications of our industrial and 
economic power. Ard when they 
see that a nation already produc- 
ing almost half of the industrial 
goods of the world is girding itseif 
to produce 25 to 75% more within 
the next five years, then even 
these men in the Kremlin may 
hesitate to commit their more 
limited resources to the further- 
ance of aggressive designs. 


And sixth, our friends abroad— 
the free peoples of the world— 
could find nothing so heartening 
as a practical demonstration that 
we have not only the intent but 
also the means to carry out our 
great intentions. They too must do 
their part—both in military and 
economic matters—but in evaluat- 
ing what that part should be, let 
us always remember how small 
have been our trials, and how 
large our resources, compared to 
theirs. 

In the case of the American 
people, the problem of guns and 
butter is only secondary. The 
supreme problem for us is tive 
problem of guns and peace—the 
problem of building up our de- 
fenses for peace and not for war. 
This problem is above all a test 
of our moral fiber. Instead of be- 
wailing the hardness of the times, 
we should recognize the greatness 
of the times. Instead of shrinking 
from the difficulties ahead, we 
should rise to the challenge ahead. 
Instead of talking about sacrifices, 
we should dedicate ourselves to 
service. If we act in this vein, 
nothing within sight is beyond our 
reach. 


Bankers Offer Calif. 
Eles. Pow. Securities 


Offering of $4,000,000 first 
mortgage bonds, 2%% series due 
1980, and $2,000,000 3% deben- 
tures due 1960 of California Elec- 
tric Power Co. is being made 
today (Oct. 26) by Halsey, Stuart 
& Co. Ine. and Merrill Lynch, 
Pierce, Fenner & Beane. The 
bonds are priced at 99'%2% and 
accrued interest and the deben- 
tures at 101.297% and accrued 
interest. The underwriters won 
award of the bonds and deben- 
tures at competitive sale on 
Tuesday (Oct, 24) on a bid of 
98.655% for the bonds and 
100.577% for the debentures. 

Proceeds from the sale of these 
bonds and debentures and other 
funds will be used to finance in 
part the estimated 1951 and 1952 
construction program of the com- 
pany and its subsidiary, Inter- 
state Telegraph Co. During re- 
cent months, the estimated 
construction program for 1951 
and 1952 has been expanded be- 
cause the rate of growth in 
general business and military re- 
quirements is now expected to be 
higher than was previously an- 
ticipated, 

California Electric Power Co. is 
engaged principally in the gener- 
ation, purchase, transmission, 
distribution and sale of electric 
energy in parts of southeastern 
California and southwestern Ne- 
vada. Through its Imperial Ice 
Division, the company manufac- 
tures and sells ice in portions of 
Imperial County and Riverside 
County, Cal. Interstate Telegraph 
Co. supplies telephone and tele- 
graph service principally in Cali- 
fornia north of San Bernardino 





in which the company also serves 
electric energy, also in and 
around Gardnerville and Min- 


den, Nevada; Markleeville, Cal., 
and in a part of the resort area on 
the Nevada shore of Lake Tahoe. 


N. Spatter Opens 


AZTEC, N. Mex.—N. Spatter is 
engaging in a securities business 
from offices at Chaco and Mai. 
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Securities Now in Registration 


Aeronca Mfg. Corp., Middletown, Ohio 
Oct. 2 (letter of notification) $50,000 of 4% convertible 
promissory notes end 50,000 shares of common stock 
(latter to be reserved for conversion of notes on basis of 1 
share for each $1 unit of notes). Price—$2.12'42 per $1 
unit of notes. Underwriter—-Greene & Ladd, Dayton, O. 
Proceeds—For working capital. Office—Municipal Air- 
port, Middletown, O. 
@® American Cladmetals Co., Carnegie, Pa. 
Oct. 19 (letter of notification) 62,000 shares of common 
stock (par $1). Price—At market (about $1.12'2 per 
share). Underwriter—-Hemphill, Noyes, Graham, Parsons 
& Co., New York. Proceeds—fo Charles R. Anthony, 
Chairman of the Board, who is the selling stockholder. 
American Loan Co., Indianapolis, Ind. 
Oct. 2 (letter of notification) 3,000 shares of 5% cumu- 
lative preferred stock. Price—-At par ($100 per share) 
and accrued dividends. Underwriter — City Securities 
Corp., Indianapolis, Ind. Proceeds—For working capital. 
@® American-Marietta Co., Chicago, Ill. 
Oct. 23 filed 150,000 shares of common stock (par $2), of 
which 100,000 shares will be for the account of the 
company and 50,000 shares for the account of Grover 
Hermann, President of the company. Price—To be sup- 
plied by amendment. Underwriters—H. M. Byllesby & 
Co., Inc. and A. C. Allyn & Co., Inc. Proceeds—To be 
added to general funds and used to replace the funds 
used in October, 1950 to purchase Master Builders Co. 
capital stock. 
@ American Trusteed Funds, Inc., N. Y. City 
Oct, 18 filed 1,000,000 of Lexington Trust Fund shares. 
Price At market. Underwriter Corporate Leaders 
Sales Co., Inc. Proceeds—For investment. 


Arkansas Power & Light Co. 
May 23 filed 155,000 shares of cumulative preferred stock 
(par $100). Proeceeds—To be applied to (a) redemption 
at $110 per share plus dividend accruals, of all the 47,609 
shares of outstanding $7 preferred and 45,891 sares of 
outstanding $6 prete:red; and (b) the carrying forward 
of the company’s construction program. Bids—Received 
by company up to noon (EDT) on June 19, but rejected. 
Only one bid was made of $100.003 per share, with a 
$4.95 dividend from Lehman Brothers, Equitable Secur- 
ities Corp. and White, Weld & Co. (jointly). Statement 
effective June 12. No further decision reached. 

Atlantic City Electric Co. (11/13) 
Oct: 18 filed $18,400,000 of first mortgage bonds, series A, 
due 1980. Underwriters—To be determined by competi- 
tive bidding. Probable bidders: Halsey, Stuart Co. Inc.; 
Union Securities Corp. and Smith, Barney & Co. (joint- 
ly); Harriman Ripley & Co., Inc.; White, Weld & Co. and 
Shields & Co. (jointly): Lehman Brothers; Kidder, Pea- 
body & Co.; Blyth & Co., Inc.; The First Boston Corp. 
Proceeds—To redeem a like amount of 344% first mort- 
gage bonds due in 1964. Bids—Expected to be received 
up to 1l a.m. (EST) on Nov. 13 at Irving Trust Co., One 
Wall Street, New York, N. Y. 
® Bank Building & Equipment Corp. of America 
Oct. 16 (letter of notification) 200 shares of common 
stock (par $3), of which 100 shares are to be sold to Ker- 
win, Fotheringham & Co. and 100 shares to Monford P. 
Myers. Price—$8.75 per share (net). Underwriter— 
Kerwin, Fotheringham & Co., St. Louis, Mo. Proceeds— 
To selling stockholder. 


@® Belnap & Thompson, Inc., Chicago, Ill. 
Oct. 13 (letter of notification) an unspecified number 
of shares of common stock (par $10), to be offered to 
executives and employees of company. Price—At ‘“‘cur- 
rent book value,” but aggregate offering price will not 
exceed $240,000, Underwriter—None. Proceeds—To in- 
crease inventories of merchandise. Office—1516 So. 
Wabash Ave., Chicago 5, Ill. 

Big West Oil & Gas Co., Dallas, Tex. 
Sept 5 filed $1,760,000 of 5% sinking fund debentures 
due 1965 (convertible into common stock on basis of 200 
shares for each $1,000 of debentures). Price—To be filed 
by amendment. Underwriter—H. M. Byllesby & Co., Inc., 
Chicago, Ill. Proceeds — For drilling and development 
expenses and for working capital. 
® Birmingham (Ala.) Fire Insurance Co. 
Oct. 17 (letter of notification) 10,000 shares of common 
stock to be offered to present common stockholders. 
Price—At par ($10 per share). Underwriter—None. Pro- 
ceeds—To enlarge insurance business. Office—221 No. 
21st St., Birmingham, Ala. 

Brunner Manufacturing Co., Utica, N. Y. 
Oct. 17 (letter of notification) 37,172 1/7 shares of com- 
mon stock (par $1) being offered to common stock- 
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holders of record Oct. 24 at rate of one share for each 
seven shares held: rights expire Nov. 8. Price—$6 per 
share. Underwriter— Mohawk Valley Investing Co., Inc., 
Utica, N. Y. Proceeds—-For general corporate purposes. 
® Buffalo-Eclipse Corp. 

Oct. 20 (letter of notification) an undetermined number 
of shares of common stock (par $1) for a total of just 
less than $100,000. Price—To be sold at open market 
between Oct. 25, 1950 and Sept. 30, 1951. Underwriter— 
None. Proceeds—To Julia Cary Plumb, of Buffalo, N. Y., 
the selling stockholder. Office—101 East Ave., North 
Tonawanda, N. Y. 


® Buriingame-Formula Investors Fund, Bostor, 
Massachusetts 
Oct. 19 filed 100,000 shares (par $1) of beneficial inter- 
est in the Fund. Price—At net asset value per share 
plus underwriting charge. Underwriter—Formula Plan 
Investment Management Corp. 
Carolina Casualty Insurance Co., Burlington, 
North Carolina 
Oct. 2 (letter of notification) 50,000 shares of class B 
(non-voting) common stock (par $1) to be offered to 
present stockholders on basis of one share for each five 
shares held. Price—S$2 per share. Underwriter—None. 
Proceeds—To increase capital stock and surplus. 
® Central Power & Light Co. (11/28) 
Oct. 23 filed $10,660,000 of first mortgage bonds, series 
C, due Novy. 1, 1980. Underwriters—-To be determined by 
competitive bidding. Probable bidders: Halsey, Stuart 
& Co. Inc.; Carl M. Loeb, Rhoades & Co.; Kidder, Pea- 
body & Co.; Union Securities Corp.; The First Boston 
Corp.; Blyth & Ce., Inc., Harriman Ripley & Co. Inc. 
and Stone & Webster Securities Corp. (jointly); Lehman 
Brothers; Merrill Lynch, Pierce, Fenner & Beane and 
Salomon Bros. & Hutzler (jointly). Proceeds—To repay 
$750,000 of bank loans and to reimburse the company in 
part for capital expenditures. 
@ Citizens Casualty Co. of New York 
Oct. 19 (letter of notification) 4,000 shares of $1.25 prior 
preterred stock, to be offered to all stockholders of record 
Oct. 23 on basis of one for each seven preferred shares 
held and one for each 70 shares of common shares held: 
rights to expire on Nov. 15, 1950. Price—At par, $25 per 
share. Underwriters—-Mohawk Valley Investing Co., 
Utica, N. Y., and Security and Bond Co., Lexington, Ky. 
Proceeds—For general corporate purposes. 


Cooperative Grange League Federation 
Exchange, Inc., Ithaca, N. Y. 

Sept. 28 filed 500,000 shares of common stock to be sold 
to cooperative members. Price—At par ($5 per share). 
Underwriter—None. Proceeds—To reduce obligation to 
Cooperative G.L.F. Holding Corp. Business—Farm co- 
operative. 

Cooperative G.L. F. Holding Corp. 
Sept. 28 filed 25,000 shares of 4% cumulative preferred 
stock to be sold to patrons of Grand League Federation 
Exchange. Price—At par ($100 per share). Underwriter 
—None. Proceeds—To reduce bank debt. Business— 
Property holding and financing instrumentality for 
G.L.F. Exchange, farm cooperative. 


Cribben & Sexton Co., Chicago, Ill. 
Oct. 2 (letter of notification) 1,000 shares of common 
stock (par $5). Price—$4.50 per share. Underwriters— 
David A. Noyes & Co. and Swift, Henke & Co., Chicago, 
Ill. Proceeds—To Robert C. Caldwell, a director, the 
selling stockholder. 


Crown Finance Co., Inc., N. Y. City (10 30) 
Oct. 9 (letter of notification) $200,000 of 5% subordi- 
nated debentures due 1980. Price—At par. Underwriter 

Hodson & Co., Inc., New York. Proceeds—To reduce 
debt, for expansion and for general corporate purposes. 
Office—50 Church Street, New York 7, N. Y. 


@® Culver Corp., Chicago, lil. 

Oct. 23 filed 132,162 shares of common stock (par $5), 
of which 4,818 shares are to be offered to stockholders 
and 127,364 shares to public. Price To stockholders at 
$5 per share and to public at $6.25 per share. Under- 
writer—None. Proceeds—For investments. 


@® Dawson Tool Armoring Co., Butte, Mont. 
Oct. 16 (letter of notification) 6,000. shares of capital 
stock. Price—At par ($10 per share). Underwriter—None. 
Proceeds—For working capital. Address—P. O. Box 603, 
Butte, Mont. 

Drayer-Hanson, Inc., Los Angeles, Calif. 
Oct. 3 (letter of notification) 255,033 shares of common 
stock offered to stockholders on a pro rata basis: rights 
expire Dec. 15, 1950. Price—At par (40 cents per share). 
Underwriter—None. Proceeds—To pay creditors’ claims 
and for working capital. Address—P. O. Box 2215, Los 
Angeles, Calif. 

Ekco Products Co., Chicago, Ill. 
Oct. 12 (letter of notification) 8,461 shares of common 
stock (par $2.50). Price—$13 per share. Underwriter— 
None. Proceeds—For working capital. Office—1949 No. 
Cicero Ave., Chicago, Ill. 


Fedders-Quigan Corp. 
June 21 filed 103,402 shares of series A cumulative con- 
vertible preferred stock (par $50) to be offered to com- 
mon stockholders on basis of one preferred share for 
each 12 shares held. Price—To be filed by amendment, 
along with dividend rate. Underwriter—Smith, Barney 
& Co., New York. Proceeds—To pay promissory note, 
to complete purchase of a new plant at El Monte, Calif., 
and for additional working capital. Statement may be 
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withdrawn. It was reported on Oct. 5 that 
has completed purchase of El Monte plant. 

@® Forest Lawn Co., Glendale, Calif. 

Oct. 16 (letter of notification) $295,000 of 3% debentures, 
Series F, due 1970, to be sold to Forest Lawn Memorial- 
Park Association, Inc. Price—At par and accrued inter- 
est. Underwriter — None. Proceeds—For capital im- 
provements and to repay indebtedness. Office—1i712 S. 
Glendale Ave., Glendale, Calif. 

General Radiant Heater Co., Inc. 

May 3 filed 170,000 shares of common stock (par 25¢). 
Price—$3 per share. Proceeds—For plant and warehouse, 
advertising research, working capital, etc. Statement 
withdrawn Oct. 16. 

Government Employees Corp., Washington, D.C. 
Sept. 26 filed 30,000 shares of capital svock ‘par $9), 
to be offered to stockholders of record Oct. 31 on the 
basis of one share for each share held; rights to expire 
Nov. 20. Price—$10 per share. Underwriter—None. Pro- 
ceeds—For additional capital funds. Business — Auto- 
mobile financing. 

Greenwich Gas Co., Greenwich, Conn. 

Sept. 1 (Jetter of notification) 8,000 shares of $1.50 pre- 
ferred stock (no par) and 9,777 shares of common stock 
(no par), to be offered first to stockholders. Price—Of 
preferred, $25 per share, and common $10 per share. 
Underwriver—F. L. Putnam & Co., Boston, Mass. Pro- 
ceeds—To retire bank loan and for working capital. 

Gulf Power Co. (11/13) 

Oct. 13 filed 51,026 shares of preferred stock (par $100), 
of which 11,026 shares are to be offered in exchange, 
share for share, for outstanding $6 preferred stock; the 
remaining 40,000 shares to be offered publicly. Under- 
writer—To be determined by competitive bidding. Prob- 
able bidders: Blyth & Co., Inc.; Kidder, Peabody & Co. 
and White, Weld & Co. (jointly); Union Securities Corp. 
and Salomon Bros. & Hutzler (jointly); Equitable Se- 
curities Corp.; Lehman Brothers; Harriman Ripley & 
Co., Inc. Proceeds—To redeem $6 preferred stock, to re- 
pay bank loans and for new construction. Exchange 
Offer—tTentatively scheduled to be made Nov. 14; to 
expire Nov. 27. Public Offering—Scheduled for Nov. 14. 
Bids—Expected to be opened at 11 a.m. (EST) on Nov. 13 
at Suite 2000, 20 Pine St., New York, N. Y. 


Gulf States Utilities Co. (11/21) 
Oct. 17 filed 70,00) shares of preferred stock (par $100). 
Underwriters—To be determined by competitive bidding, 
Probable bidders: Stone & Webster Securities Corp.; 
Lehman Brothers and Equitable Securities Corp. (joint- 
ly): Union Securities Corp.; First Boston Corp.; Blyth & 
Co.. Inec.: Glore, Forgan & Co. and W. C. Langley & Co. 
(jointly); Carl M. Loeb, Rhoades & Co. and Lee Higgin- 
son Corp. (jointly). Proceeds—For construction program. 
Bids—To be received up to 11 a.m. (EST) on Nov. 21 at 
The Chase National Bank of the City of New York, Room 
735. 11 Broad St... New York, N. Y. Stockholders to vote 
on approving issue on Nov. 20. 

Hagerstown (Md.) Gas Co. 
Sept. 28 filed 32,006 shares of common stock (par $1.25). 
Price—$10 per share. Underwriters—Harrison & Co., and 
Walston. Hoffman & Goodwin, of Philadelphia. Pa. Pro- 
ceeds—To a selling stockholder. 

Hamiiton Fire Insurance Co., Philadelp‘ia 
Oct. 2 (letter of notification) 64,000 shares ot capital 
stock (par $5). Price—$4.50 per share. Underwriter— 
Jenks, Kirkland & Co., Philadelphia, Pa. Proceeds—To 
increase capital and surplus in order to offer additional 
lines of insurance, including automobile and 
liability coverage. 

Hooper Telephone Co., Hooper, Neb. 
Aug. 18 (letter of notification) $39,000 of 3°,° bonds 
due 1970. Price—In excess of 102%. Underw riter— 
Wachob Bender Corp., Omaha, Neb. Proceeds—To retire 
temporary loans. 
Hub Loan Co., Jersey City, N. J. 

18 (letter of notification) 100,000 shares of 18 cents 

Price— 


company 


Casuc ity 


Sept 
cumulative convertible preferred stock (par $2). 
$3 per share. Proceeds—For working capital. 
@ wHubbs Corp., New York 
Oct. 17 (letter of notification) 33,975 shares of ymmon 
stock (var $1). Price—-$5.27 per share. Underwriter 
None. ProceedS—For working capital. Office—383 La- 
fayette St.. New York 3, N. Y. 

industrial Coatings Inc., Opa Locka, Fila. 
Oct. 4 (jetter of notification) 300,000 shares of common 
stock (par 10 cents). Price—$1 per share. Underwriter— 
Car! J. Bliedung,. Washington, D. C. Proceeds—To reduce 
liabilities and to expand company’s roof-prooting and 
industrial coatings plant. Office—2600 Ali B Ave., 
Opa Locka, Fla. 
@® Jefferson Maror Rea!ty Corp., Alexandria, Va. 
Oct 16 (letter of notification) 554 shares ot common 
stock. Price—At par (£25 per share Underwriter 
None. Proceeds—For dealings in real estate. Office 
342 Fairhaven Ave., Alexandria, Va. 

Kansas Gas & Electric Co. (11 20) 
Oct. 10 filed 75.000 shares of common stock (n¢ and 
45.000 shares of cumulative preferred stock $100). 
Probable bidders: (1) for both issues: Blyth & Co., Inc. 
Underwriters—To be determined by competitive idding. 
and First Boston Corp. (jointly): Union Securities Corp.; 
Merrill Lynch, Pierce, Fenner and Beane and Kidder, 
Peabody & Co. (jointly); Lehman Brothers; (2 com- 
mon stock only: Glore. Forgan & Co..; (3) on eferred 
stock only: White, Weld & Co. and Shields & C joint- 
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ly); Halsey, Stuart & Co. Inc. Preceeds—To pay con- 
struction costs, amounting to about $19,500,000 through 
1952. Bids—Expected to be received on Nov. 20 up to 
10:30 a.m. (EST) for the common and up to noon (EST) 
for the preferred. 


Kaye-Halbert Corp., Culver City, Calif. 
Oct. 6 by amendment filed 120,000 shares of class A con- 
vertible common stock (par $1). Price—$5 per share. 
Underwriter—Sills, Fairman & Harris, Inc., Chicago, Il. 
Proceeds—To pay off promissory notes and for working 
capital. 


® Keystone Custodian Funds, tnc., Boston, Mass. 
Oct. 24 filed 500,000 shares of series B-3 certificates of 
participation, 1,000,000 shaies of series B-4 certificates 
of participation, 500,000 shares of series K-1 certificates 
of participation, 25,000 shares of series S-1 certificates 
of participation, and 500,000 shares of series S-4 certifi- 
cates of participation (all $1 par value each), Under- 
writer—-The Keystone Co. of Boston. Business—Invest- 
ment company. 
@® Lancaster Chemical Corp. (10/30) 
Oct. 23 (letter of notification) 100,000 shares of 6% 
(cumulative, if earned) convertible preferred stock, to 
be offered to common stockholders of record Oct. 18 
on a pro rata basis; rights expire Nov. 30. Price—At par 
($2.50 per share), payable in cash or at rate of one com- 
mon share (par $1) plus 50 cents in cash. Underwriter— 
None. Proceeds—For working capital. Office—620 Fifth 
Ave., New York 20, N. Y. 

Lorain Telephone Co. 
Oct. 5 (letter of notification) 2,830 shares of common 
stock par). Price—$20 per share. Underwriter— 
None. Proceeds—For working capital. Office—203 9th St., 
Lorain, Ohio. 

Louisiana Power & Light Co. 
May 23 tiled 90,000 shares or preferred stock (par $100). 
Proceeds—To be used to redeem, at $110 per share plus 
dividend accruals, the 59,422 shares of outstanding $6 
preferred stock, and for construction and other purposes 
Bids—Received by company up to noon (EDT) on June 
19, but rejected. Three bids were made as follows: 
Union Securities Corp., $100.40 per share with a $4.65 
dividena: Blyth & Co., Inc., and Equitable Securities 
Corp. (jointly), $100.10 with a $4.65 dividend: and W. C. 
Langley & Co. and First Boston Corp. (jointly), $1090.30 


(ho 


with a $5.80 dividend. Statement effective June 12. No 
further decision reached. 

Louisiana Power & Light Co. (11/14) 
Oct. 10 filed $10,000,000 of first mortgage bonds, due 
Nov. 1. 1980. Underwriter—-To be determined by com- 


petitive bidding. Probable bidders: Halsey, Stuart & Co, 
Inc.; Merrill Lynch, Pierce, Fenner & Beane and Kidder, 
Peabody & Co. (jointly); Kuhn, Loeb & Co. and Lehman 
Brothers (jointly); Blyth & Co., Inc.; Harriman, Ripley 
& Co. .Inc.: Shields & Co. and White, Weld & Co. (joint- 
ly): Salomon Bros. & Hutzler; W. C. Langley & Co., The 
First Boston Corp. and Glore, Forgan & Co. (jointly); 
Equitable Securities Corp. Proceeds—For construction 


program. Bids — Expected to be received up to noon 
(EST) on Nov. 14 at Room 2033, Two Rector Street. New 
York, N. Y. 


@ McCoy-Couch Furniture Mfg. Co., Benton, Ark. 


Oct. 16 (letter of notification) 12.C00 shares of common 
stock. Price—At par ($25 per share). Underwriter 


None. Proceeds To repay RFC loan and to increase 
working capital. Address—P. O. Box 312, Benton, Ark. 
McDonnell Aircraft Corp., St. Louis, Mo. 


Sept. 27 filed 40,000 shares of common stock (par $1). 


Price—At market (estimated at $35.50 per share) to be 
offered over-the-counter. Underwriter—Brokers and/or 
dealers may be underwriters. Proceeds—To five selling 


stockholders. 

Mercantile Acceptance Corp. of California 
Oct. 5 (letter of notification) 1,395 shares of first pre- 
ferred stock, 5% series. Price—At par ($20 per share). 
Underwriter—Guardian Securities Corp. of San Fran- 
cisco. Proceeds—For corporate purposes. Office—333 
Montgomery Street, San Francisco, Calif. 


Michigan Consolidated Gas Co. (11/13) 
Oct. 16 tiled $20,000,000 first mortgage bonds due Nov. 1 


’ 


1975. Underwriters—To be determined by competitive 
bidding. Probable bidders: Halsey, Stuart & Co. Ine.: 
White. Weld & Co. and Lehman Brothers (jointly): 
Smith. Barney & Co. and Blyth & Co.. Inc. (jointly): 
Harriman Ripley & Co. Inc. Proeceeds—From sale of 
bonds. together with $6,000,036 to be received from 
sale of 428,574 shares of common stock to American 
Natural Gas Co., the parent, to be used to retire $15.- 
000,000 bank borrowings and to finance, in part, the 
compan, s extensive construction program. Bids-——Ex- 
pected to be opened at 11 a.m. (EST) on Nov. 13 at 
office 0! comnany, 415 Clifford Street, Detroit, Mich 


Middie South Utilities, Inc. 
June 1 filed 400,000 shares of common stock (no par) to 
be offered to preferred stockholders of three subsidiaries 
—Arkansas Power & Light Co., Louisiana Power & Light 
Co. and Mississippi Power & Light Co. Underwriter— 
Equitable Securities Corp will serve as “dealer-man- 
ager Statement to be withdrawn. 

Middiesex Water Co., Newark, N. J. 
Feb. 9 ‘letter of notification) 5,200 shares of common 
stock offered to common stockholders at $50 per share 
on a one-for-five basis. Underwriter—Clark, Dodge & 
Co. Proceeds—To pay notes and for additional working 
capital Indefinitely postponed. 


® Midiand Oil Co., Cheyenne, Wyo. 


Oct. 16 (letter of notification) 170,009 shares of common 
stock. Price—At par ($1 per share). Underwriter—None 
Proceeds For drilling rig and working capital. Office 
—412 Hvnds Bldg., Cheyenne, Wyo 
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Milwaukee Gas Light Co. (10/30) 

Oct. 2 filed $27,000,000 of first mortgage bonds, series 
due 1975, and $6,000,000 of sinking fund debentures due 
Nov. 1, 1970. Underwriters—To be determined by com- 
petitive bidding. Probable bidders: Halsey, Stuart & Co. 
Inc.; Glore, Forgan & Co. and Lehman Brothers (joint- 
ly); Kidder, Peabody & Co.; Harriman Ripley & Co.; Otis 
& Co.; Smith, Barney & Co., Kuhn, Loeb & Co, and 
Blyth & Co., Inc. (jointly). Proceeds From sale of 
bonds and debentures, together with $3,000,000 to be re- 
ceived from sale of new common stock to American 
Natural Gas Co., the parent, will be used to pay off $13,- 
334,000 outstanding 412% first mortgage bonds due 1967 
and $4,050,000 of 234%-3% serial notes and $6,100,000 of 
bank loan notes; to retire $2,000,000 of 7% cumulative 
preferred stock, series A (par $100); and for construction 
program. Bids—To be opened at 11 a.m. (EST) on Oct. 
30 at office of parent, Suite 1730, 165 Broadway, New 
Yoru, Bh. =. 


Mission Appliance Corp., Hawthorne, Calif. 
July 24 filed 50,000 shares of 6% cumulative convertible 
preferred stock. Price—At par ($20 per share). Under- 
writer—Lester & Co., Los Angeles, Calif. Proceeds—To 
retire bank loans and install machinery and equipmert 
in a proposed new plant to be located east of the Rocky 
Mountains. Business—Manufacturer of gas and electric 
water and space heaters. 


Mississippi Power & Light Co. 

May 23 filed 85,000 shares of cumulative preferred stock 
(par 100). Proceeds—To be used to redeem at $110 per 
share plus dividends, the outstanding 44,476 shares of $6 
preferred stock and for construction and other corpo- 
rate purposes. Bids—Received by company up to noon 
(EDT) on June 19 but rejected. Four bids were made 
as follows: Union Securities Corp., $100.10 per share 
with a $4.80 dividend: Lehman Brothers, $100.551 witb 
a $4.85 div.; W. C. Langley & Co. and First Boston Corp 
(jointly), $100.30 with a $4.90 dividend; and Blyth & Co. 
Inc., Equitable Securities Corp, Shields & Co., White 
Weld & Co. and Kidder, Peabody & Co. (jointly), $100.19 
with a $4.90 dividend. Statement effective June 12. No 
further decision reached. 


Monarch Radio & Television Corp. (10/30) 
Sept. 8 (letter of notification) 600,000 shares of common 
stock (par 5 cents). Price—50 cents per share. Under- 
writer—George J. Martin Co., New York. Purpose— 
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For expansion and working capital. 
lantic Avenue, Brooklyn 7, N. Y. 


Montana Power Co. 

Sept. 25 filed $10,000,000 of 25-year sinking fund deben- 
tures due Oct. 1, 1975. Underwriters—To be determined 
by competitive bidding. Probable bidders: Halsey, Stuart 
& Co. Inc.; Blyth & Co.; Union Securities Corp.; Merrill 
Lynch, Pierce, Fenner & Beane; Kidder, Peabody & Co. 
and Smith, Barney & Co. (jointly); White, Weld & Co.; 
Lehman Brothers. Proceeds—To repay bank loans and 
for expansion and extension of gas and electric proper- 
ties. Offering—Originally scheduled for Oct. 31 has 
been postponed for at least six to nine months. Tempo- 
rary bank borrowings will be arranged. 


Morris Plan of America, New York 
Sept. 21 filed 389,449 shares of common stock (par $5), 
offered to common stockholders of record Oct. 19 at rate 
of one share for each four shares held, with an over- 
subscription privilege; rights expire on Nov. 14. Price— 
At par. Underwriter—None. Proceeds—To invest pro- 
ceeds in its wholly-owned subsidiary, National Industrial 
Credit Corp., which will use the funds to discharge an 
indebtedness to American General Corp. Statement ef- 
fective Oct. 16. 

Multnomah Plywood Corp., Portland, Ore. 
Sept. 18 filed 160 shares of common stock of which 145 
shares will be offered to stockholders and 15 shares to 
certain individuals. Price—At par ($2,500 per share). 
Underwriter—None. Proceeds—For costs involved in 
competition and expansion of plan and for working cap- 
ital. 

Nash-Finch Co., Minneapolis, Minn. 
Sept. 11 (letter of notification} 3,000 shares of common 
stock. Price—From $17 to $20 per share. Underwriter— 
J. M. Dain & Co., Minneapolis, Minn. Proceeds—To 
Finch Investment Co. 


Nepera Chemical Co. 
Sept. 28 filed 490,000 shares of common stock (par $2). 
Price—To be filed by amendment (probably around 
$12.75 per share). Underwriter—Reynolds & Co., New 
York. Proceeds—To five selling stockholders. Business 
— Production of Anahist and other pharmaceuticals. 
Statement withdrawn on Oct. 17. 


New Bedford Gas & Edison Light Co. 
Sept. 14 filed 17,717.8 shares of common stock (par $25) 
to be offered to common stockholders of record June 14, 
1950 on basis of one share for each 15 shares then held. 
New England Gas & Electric Association (owner of 
97.37% of the outstanding-steek) proposes to purchase 
any shares not subscribed for by others. Price—$67.50 
per share. Proceeds— To finance property additions. 
Statement effective Oct. 5. 

New Jersey Realty Title Insurance Co. 
Oct. 12 (letter of notification) 125,000 shares of capital 
stock (par $1) to be offered to stockholders of record 
Oct. 2, 1950, on basis of one share for each two shares 
held: rights expire Nov. 15. Price—$2 per share. Under- 
writer—None. Proceeds—To be added to capital funds 
of company and invested in investments. Office—830 
Broad St., Newark, N. J. 


Niagara Mohawk Power Corp. (10/31) 

Oct. 4 filed $40,000,000 of general mortgage bonds, due 
Oct. 1, 1980. Underwriters—To be determined by com- 
petitive bidding. Probable bidders: Halsey, Stuart & Co. 
Inc.; Morgan Stanley & Co.; Kuhn, Loeb & Co.; First 
Boston Corp. Proceeds—To pay off $20,000,000 of bank 
loans, to refund $15,689,000 of Niagara Falls Power Co. 
first and refunding mortgage bonds, 342% series due 
1950 on basis of one share for each 15 shares then held. 
1966, and for construction, additions and betterments. 
Bids—-To be received by corporation at Room 735, 11 
Broed Street, New York, N. Y. up to 11:30 a.m. (EST) 
on Oct. 31. 


Norris Oil Co., Ventura, Calif. 


Office—2430 At- 
Expected next week. 


Oct. 4 (letter of notification) 675 shares of common 
stock (par $1). Price—$4.50 per share. Underwriter— 
None. Proceeds—To Halvern L. Norris, a director, who 


is the selling stockholder. Office—182 W. Ramona St., 
Ventura, Calif. Offéring withdrawn. 
@ Norris Stamping & Mfg. Co. (11/14) 
Oct. 24 filed 190,000 shares of common stock (par $1). 
Price—-$12 per share. Underwriters—William R. Staats 
Co., Los Angeles, Calif., and A. C. Allyn & Co., Inc., 
Chicago, Ill. Proceeds—To Kenneth R. Norris, President, 
the selling stockholder. 

Northern Illinois Coal Corp., Chicago 
May 10 (letter of notification) up to 2,000 shares of 
common stock (no par) to be sold at the market price 
(between $20 and $22 per share) by T. Howard Green, 
a Vice-President of the company, Underwriter—faroll 
& Co., Rogers & Tracy and Shields & Co., Chicago. 


Ohio Edison Co., Akron, Ohio 
Sept. 15 filed 396,571 additional shares of common stock 
(par $8) being offered to common stockholders of record 
Oct. 11, 1950 at rate of one share for each 10 shares held, 
with an oversubscription privilege; rights to expire on 
Oct. 30, 1950. Price—$28 per share. Underwriters— 
Lehman Brothers and Bear, Stearns & Co. Proceeds 
—For construction program and to increase investment 
in common stock of Pennsylvania Power Co., a subsidi- 
ary. Statement effective Oct. 4; amendment effective 
Oct.. 12. 
@ Pennsylvania & Southern Gas Co., Westfield, 
New Jersey rt 
Oct. 19 (lettetr of notification) 1,850 shares of 612% « 
cumulative preferred stock, series C. Price—At par ($100 
per share). Underwriter—Bioren & Co., New York. Pro- 
ceeds—For advances to subsidiaries for capital expendi- 
tures and in part for working capital. 
Continued on page 40 
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Penton Publishing Co., Cleveland, O. (11 14) 
Oct. 17 filed 80,000 shares of $1.50 convertible class A 
stock (par $25), to be offered to holders of presently 
outstanding 29,078 shares of $100 par 7% preferred stock 
on basis of 51% shares of new class A stock in exchange 
for each share of 7% preferred subject to acceptance 
by not less than 12,000 shares of 7% preferred, nor by 
more than 14.545 shares. The exchange offer is expected 
to be made on or about Nov. 14 and will expire 10 days 
later. Underwriter—Mavynard H. Murch & Co., Cleve- 
land. Ohio. Proceeds—Toward redemption of 7° pre- 
ferred stock and payment of accrued dividends. 

Quaker City Fire & Marine Insurance Co. 

Aug. 2 (letter of notification) 10,000 shares of capital 
stock (par $20) to be offered on a one-for-four basis to 
stockholders of record Oct. 20, 1950, with the rights 
expiring Dec. 4, 1950. Price—$25 per share. Under- 
writer — Unsubscribed shares to be offered publicly 
through Burton, Cluett and Dana, 120 Broadway, New 
York, N. Y. Proceeds—For working capital. Office— 
226 Walnut Street, Philadelphia 6, Pa. 


Ramie Products Corp. 
Sept. 21 (letter of notification) 25,000 shares of common 
stock (nar $1). Price—$3 per share. Underwriter— 
Smith, Talbott & Sharpe, Pittsburgh, Pa. Proceeds— 
For purchase of additional machinery and equipment and 
working capital. Office—507 Liberty Avenue, Pitts- 
burgh 22, Pa. 

Rochester (N. Y.) Telephone Corp. 
June 29 filed 125,000 shares of common stock (par $10) 
being offered to stockholders at rate of one new share 
for each four held on Oct. 13; rights to expire Oct. 31. 
Price—$11.50 per share. Underwriter—The First Boston 
Corp., New York. Proceeds—For general corporate pur- 
poses, including construction and repayment of a loan. 
Statement effective Oct. 16. 
® Rohr Aircraft Corp., Chula, Vista, Calif. 
Oct. 25 filed 238,000 shares of common stock (par $1), 
of which 100,000 shares are for the account of the com- 
pany and 138.000 for the account of selling stockholders. 
Price—To be filed by amendment. Underwriters—The 
First Boston Corp., New York, and Lester & Co., Los 
Angeles, Calif. Proceeds—To company to retire out- 
standing preferred stock and mortgage notes. 

Seneca Oil Co., Oklahoma City, Okla. 
April 27 (letter of notification) 225,782 shares of class A 
stock (par 50¢). Price—$1.25 per share. Underwriter— 
Genesee Valley Securities Co., Rochester, N. Y. Proceeds 
—To acquire properties and for working capital. 


Simme!-Meservey Television Productions, Inc. 
June 29 (letter of notification) 150,000 shares of common 
stock (par $1). Price—$2 per share. Underwriter— 
Koellmer & Gunther, Newark, N. J. Proceeds—To com- 
plete films in progress and for general corporate pur- 
poses. Office—32i So. Beverly Drive, Beverly Hills, 
Calif. Statement to be withdrawn. 


® Skiatron Electronics & Television Corp. 

Oct. 23 (letter of notification) 500 shares of common 
stock. Price—At market (approximately $3.50 per share). 
Underwriter—Hirsch & Co., New York. Proceeds—To 
Janet Robinson, a selling stockholder. Office—30 East 
10th St., New York, N. Y. 


Southern Discount Co., Atlanta, Ga. 
Sept. 18 (letter of notification) $191,500 of 5% subordin- 
ated debentures, series E. Price—At par. Underwriter— 
For $100,000 of debentures, Allen & Co., Lakeland, Fla. 
Proceeds—To reduce bank loans and for working capi- 
tal. Office—220 Healey Bldg., Atlanta, Ga. 


Tennessee Gas Transmission Co., Houston, Tex. 
Aug. 28 filed 133.334 shares of common stock (par $5) to 
be issued in exchange for 80,000 shares of common stock 
of Sterling Oil & Gas Co., and for 10-year subscription 
warrants to purchase 133,333 shares of Sterling common 
stock. The rate of exchange is as follows: 1!4 shares of 
Tennessee stock for each Sterling share: and one-fifth 
Tennessee share for each warrant. Offer to expire Nov. 
6, unless extended. Exchange Agent—The National Bank 
of Commerce of Houston, Texas. Statement effective 
Sept. 22. 

Tide Water Power Co. 
Sept. 27 filed 150,000 shares of common stock (no par). 
Price—To be filed by amendment. Underwriters—Union 
Securities Corp. and W. C. Langley & Co. Proceeds— 
For construction program. Temporarily postponed. 

West Coast Telephone Co. (11/1) 

Oct. 12 filed 40,000 shares of common stock (par $20). 
Price—To be filed by amendment. Underwriter—Blvth 
& Co., Inc. Proceeds—From sale of stock and proposed 
sale of $1,000.000 first mortgage 3% bonds at 100 are to 
be used to retire bank loans incurred in acquisition of 
Telephone Service Co., for advances to said company to 
complete its 1950 construction program, and for exten- 
sions, additions and improvements to its own properties 
and those of West Coast Telephone Co., a subsidiary 
and of Telephone Service Co. , 
Western Natura! Gas Co., Houston, Tex. 
Oct. 10 filed (amendment) 104,495 shares of common 
stock (par $1) offered to common stockholders of record 
Oct. 13, on basis of one share for each ten shares held. 
with an oversubscription privilege: rights expire Oct. 27. 
Price—$15.75 per share. Underwriter—White. Weld & 
Co. Proceeds—To retire bank loans and for general 
corporate purposes. Statement effective Oct. 13. 
@ Western New York Motor Lines, Inc. (10/30) 
Oct. 23 (letter of notification) 2,500 shares of common 
stock (par $10) and $25,000 of 5% registered sinking 
fund debentures due 1970, the stock to be offered to 
common stockholders of record Oct. 20 at rate of one 
share for each two shares held: rights expire Nov. 15. 
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1950. Price—At var. Underwriter—None. Proceeds—To 
purchase omnibus units or to refund obligations incurred 
for such units. Office—Terminal Building, Court and 
Ellicott Sts., Batavia, N. Y. 

@® Western Solvents Inc., Longmont, Colo. 

Oct. 16 (letter of notification) 100,000 shares of common 
stock (par $1) and 1,523 shares of preferred stock (par 
$20). Price—At par. Underwriter—None. Proceeds—For 
current liabilities and working capital. Office—1 So. 
Bowen St., Longmont, Colo. 


@ Weymouth Light & Power Co. 

Oct. 17 (letter of notification) 16,298 shares of capital 
stock (par $25) to be offered to present stockholders. 
New England Electric System (the parent) proposes to 
acquire 16,227! shares and any shares not subscribed 
for by minority stockholders. Price—$35 per share. Un- 
derwriter — None. Proceeds—To repay bank loans and 
advances and for construction expenses. 


Wisconsin Public Service Corp. (11 15) 

Oct. 16 filed $4,000,000 of first mortgage bonds due Nov. 
1, 1980. Underwriter—To be determined by competitive 
bidding. Probable bidders: Halsey, Stuart & Co. Inc.; 
First Boston Corp, and Robert W. Baird & Co. (jointly); 
Kidder, Peabody & Co.; Union Securities Corp.; Equit- 
able Securities Corp.; Otis & Co.; Merrill Lynch, Pierce. 
Fenner & Beane; Salomon Bros. & Hutzler: A. G. Becker 
& Co.; Carl M. Loeb, Rhoades & Co.; Harris, Hall & Co. 
(Inc.); Shields & Co.; F. S. Moseley & Co. Proceeds— 
From sale of bonds, plus $2,250,000 to be received from 
sale of stock at par to Standard Gas & Electric Co., will 
be used to repay $3,300,000 of bank loans and to finance 
construction program. Bids—Expected to be received up 
to 10:30 a.m. (CST) on Nov. 15 at the Harris Trust and 
Savings Bank, Chicago, III. 


Prospective Offerings 


® American Investment Co. of Illinois (12/1) 
Oct. 23 it was announced that company plans to file in 
the near future a registration statement with the SEC 
covering up to 100,000 additional shares of common stock 
(par $1), on the basis of one share for each 20 shares 
owned. Price—To be filed by amendment. Offering— 
Registration statement expected to become effective on 
or about Dec. 1. 
American Telephone & Telegraph Co. 

Sept. 20 it was announced stockholders will vote Nov. 
15 on approving a new issue of not to exceed $435,000,- 
000 of convertible debentures (to be offered to stock- 
holders) and an increase in authorized capital stock from 
35,000,000 to 45,000,000 shares, 3,000,000 shares of the 
additional stock to be offered to employees of the com- 
pany and its subsidiaries. Financing expected some time 
during the first six months of 1951. Proceeds—For ex- 
pansion program. 


Carolina Power & Light Co. (12/11) 

Oct. 3 it was reported that this company will be in the 
market, probably in December, with an offering of $15,- 
000,000 of new bonds. Previous debt financing placed 
privately. If competitive, probable bidders are: Halsey, 
Stuart & Co. Inc.; W. C. Langley & Co. and First Boston 
Corp. (jointly); Kidder, Peabody & Co.; Lehman Broth- 
ers; Equitable Securities Corp. Proceeds will be used 
for expansion program. 


@® Central Hudson Gas & Electric Corp. 

Oct. 25 company announced it has asked New York 
P. S. Commission authority to issue $12,000,000 of new 
30-year first mortgage bonds. of which it plans to sell 
eaily in December at least $7,000,000 and the remainder 
in instalments during the following six months. Previous 
bond financing was done privately. 


® Chicago & Eastern lilinois RR. (11 2) 

Bids will be received up to noon (CST) on Nov. 2 
at the company’s office, Room 800, 332 So. Michigan Ave.. 
Chicago 4, Ill., for the purchase from it of $3.270,000 
equpiment trust certificates, series H, to be dated Dec. 1, 
1950 and mature in 30 equal semi-annual instalments. 
Probable bidders: Halsey, Stuart & Co. Inc.; Salomon 
Bros. & Hutzler. 


® Colonial Acceptance Corp., Chicago, Ill. 

Oct. 20 it was reported that it is expected company 
will file a registration statement in the near future 
covering an issue of $1,000,000 5% notes, with a 5% par- 
ticipating feature, plus additional common stock. Under- 
writers—Straus & Blosser and Sills, Fairman & Harris. 


Commonwealth Edison Co., Chicago 
Jan. 10, announced the company plans $90,000,000 addi- 
tional financing through the sale of securities. Neither 
the nature nor the time of the new financing has been 
determined. Probable bidders for bonds or debentures: 
Halsey, Stuart & Co. Inc.; Morgan, Stanley & Co.; The 
First Boston Corp.; Glore, Forgan & Co. 


Consolidated Edison Co. of New York, Inc. 
May 15, Ralph H. Tapscott, Chairman, said the company 
will require approximately $90,000,000 of ‘“‘new money” 
through the sale of securities. No permanent financing is 
contemplated before this fall, however, and current ex- 
penditures are being financed by short-term loans, of 
which $16,000,000 are now outstanding. It is anticipated 
that $257,000,000 will be needed for the construction pro- 
gram over the next four years. Probable bidders: Hal- 
sey, Stuart & Co. Inc.; Morgan Stanley & Co.; First 
Boston Corp. 


Consolidated Lobster Co., Inc. 
Aug. 11 it was stated that company plans to offer addi- 
tional capital stock (no par) for subscription by stock- 
holders. At April 30. 1950 there were outstanding 34,- 
393 shares out of 47,000 shares authorized. 


_.+ Thursday, October 26, 1950 


Davidson Bros., Inc. 
Oct. 16 stockholders were to vote to waive their pre- 
emptive rights to subscribe for 300,000 shares of common 
stock which are authorized but unissued. It is planned 
that the company will publicly offer not in excess of 
200,000 shares and sell to its employees not over 100,00U 
shares. Proceeds—Will be used for working capital. 


E! Paso Electric Co. 

Sept. 19, F. C. Womack, President, announced company 
plans to sell $4,500,000 of first mortgage bonds. Under- 
writers — To be determincd by competitive bidding. 
Probable bidders: Halsey, Stuart & Co. Inc.: Stone & 
Webster Securities Corp.; Merrill Lynch, Pierce, Fenner 
and Beane: Salomon Bros. & Hutzler; Kidder, Peabody 
& Co.: Equitable Securities Corp. Proceceds—To redeem 
$1,000,000 of 3!5% bonds due 1978 and for construction 
program. Offering—Expected in November. 


Eureka Williams Corp. 
Oct. 4 it was announced stockholders will vote Oct. 31 
on increasing authorized common stock (par $5) from 
600,000 shares to 1,000,000 shares so that company may 
be in a position “to act promptly by broadening the 
scope of business and operations.’ Traditional under- 
writers: Hornblower & Weeks and Kebbon, McCormick 
& Co. 

Facsimile & Electronics, Inc. 
Oct. 2 stockholders of this company (formerly Finch 
Telecommunications, Inc.) voted to create an authorized 
issue of 400.000 shares of class A convertible stock (par 
$1), all or part of which are to be publicly offered in the 
near future. Price—$2.50 per share. Underwriter—Gra- 
ham, Ross & Co., Inc., New York. Proceeds—To repay 
indebtedness to RFC and for working capital. 

Georgia Natural Gas Co., Albany, Ga. 
Aug. 2 filed new application with FPC for authority to 
construct a 335-mile pipeline system in Georgia and 
Florida to cost about $5,100,000, which would be fi- 
nanced through issuance of first mortgage pipe-line 
bonds and the sale of common stock. Previous appli- 
cation was withdrawn. 
@® Hawaii (Territory of) (11 21) 
Oct. 24 a plan to issue and sell $14,000,000 of general im- 
provement bonds was reported to be under considera- 
tion. Underwriters — To be determined by competitive 
bidding. 
@ Hearn Department Stores, Inc., N. Y. City 
Oct. 16 it was announced that stockholders will vote Nav 
6 on creating an authorized issue of 40,000 shares of 5% 
cumulative convertible preferred stock (par $25), which 
are to be offered to present stockholders in the ratio of 
one preferred for each seven common shares held. Un- 
subscribed shares will be purchased by Bankers Secur- 
ities Corp. of Philadelphia. Proceeds — From this offer- 
ing, plus a $2,000,000 term bank loan, will be used to 
modernize company’s stores and to repay certain bor- 
rowings. 

Illinois Commercial Telephone Co. 
Oct. 13 it was reported that company plans issuance 
and sale of 40,000 shares of preferred stock (par $50). 
Price—To be filed by amendment. Underwriters—Paine, 
Webber, Jackson & Curtis; Stone & Webster Securities 
Corp.;: and Mitchum, Tully & Co. Proceeds—For con- 
struction program. 

lowa Southern Utilities Co. 
April 26 company said to plan sale of first mortgage 
bonds to finance part of its $3,200,000 construction pro- 
gram for 1950. Probable underwriter: The First Boston 
Corp. 

Johansen Brothers Shoe Co. 
Oct. 25 stockholders will vote on proposal to issue and 
sell $350,000 of 4% sinking fund debentures due 1960 
Proceeds to retire outstanding 315% debentures and for 
other corporate purposes. Traditional underwriter: Stifel, 
Nicolaus & Co. 

Kansas Gas & Electric Co. 
Oct. 10 it was announced that proposed sale of $5,000.00! 
first mortgage bonds, which had tentatively been sched- 
uled for Nov. 27, has now been deferred, probably until 
1951. Underwriters — To be détermined by competitive 
bidding. Probable bidders: Halsey, Stuart & Co. Inc.; 
Blyth & Co., Inc. and First Boston Corp. (jointly); Unior 
Securities Corp.: Merrill Lynch, Pierce, Fenner & Beane 
and Kidder, Peabody & Co, (jointly). Proceeds — Foi 
construction program. (See also registration of commo!: 
and preferred stocks above). 

Metropolitan Edison Co. (12 12) 
Oct. 9 it was reported company plans to issue and sell 
in December $5,250,000 of new first mortgage bonds and 
20,000 shares of preferred stock (par $100). Proceeds 
would be applied toward the retirement at maturity of 
approximately $1,250,000 of 5% non-callable (assumed 
bonds of York Haven Water & Power Co., and the bal- 
ance toward expansion program. Underwriters—To be 
determined by competitive bidding. Probable bidders: 
(1) For bonds: Halsey, Stuart & Co. Inc.; First Bosto: 
Corp,: Carl M. Loeb, Rhoades & Co.; Drexel & Co.: 
Kuhn, Loeb & Co.; Kidder, Peabody & Co.; White, Weld 
& Co.: Harriman Ripley & Co. and Union Securities 
Corp. (jointly): Lehman Brothers. (2) For preferred: 
Drexel & Co.;: Smith Barney & Co. and Goldman, Sachs 
& Co. (jointly); Carl M. Loeb, Rhoades & Co.: Kidder 
Peabody & Co.; Glore, Forgan & Co. and W. C. Langeley 
& Co. (jointly). Registration—Expected to be filed about 
Nov. 1. 

Michigan Consolidated Gas Co. 
Aug. 7 it was announced company contemplates sale 
in 1951 of about $10,000,000 of preferred stock (in addi- 
tion to $20,000,000 of bonds filed Oct. 16 with SEC and 
428,574 shares of common stock to be sold to parent 
American Natural Gas Co.}. Underwriters—To be deter- 
mined by competitive bidding. Probable bidders: White, 
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Weld & Co. and Lehman Brothers (jointly); Smith, Bar- 
ney & Co. and Blyth & Co., Inc. (jointly). Prsoveeds— 
For construction program. 


Michigan-Wisconsin Pipe Line Co. 
July 25 company received SEC authority to borrow not 
more than $20.000.000 from banks. A permanent financ- 
ing program provides for the elimination of these bank 
loans prior * their maturity, July 1, 1951, and such pro- 
gram will include the issuance and sale of $12,000,000 
additional bonds and $3,000,000 of additional common 
stock (latter to American Natural Gas Co., the parent). 
Previous debt financing was placed privately. If com- 
petitive probable bidders may include The First Boston 
Corp.; Harriman Ripley & Co., Inc.; Glore, Forgan & Co. 


MidSouth Gas Co. 

July 31 it was announced that this newly org: nized 
company may issue and sell publicly $2,800,000 of com- 
mon stock and place privately with institutional investors 
$6,900,000 of 20-year 3°s% first mortgage bonds, the 
proceeds to be used in connection with the acquisition 
of the gas distribution properties of Arkansas Power & 
Light Co., which was authorized by SEC on Sept. 7. 
Initially it is planned to sell $800,000 stock and 
$1,500,000 of bonds. Underwriter for Stock—Equitable 
Securities Corp., T. J. Raney & Sons and Womeldorff & 
Lindsay. 


Minnesota Power & Light Co. (12 4) 

Oct. 3 company announced it plans to issue and sell early 
in December, 150,000 additional shares of common stock. 
Underwriters—To be determined by competitive bidding. 
Probable bidders: First Boston Corp. and Blyth & Co., 
Ine. (jointly); White, Weld & Co. and Merrill Lynch 
Pierce, Fenner & Beane (jointly); Kidder, Peabody & 
Co.: Lehman Brothers. Proceeds for construction pro- 
gram. Bids—Exvected to be received up to noon (EST) 
on Dec. 4. Registration with SEC planned for Nov. 1. 


Mississippi River Fuel Corp., St. Louis, Mo. 
Oct. 4 it was announced that plans to finance the instal- 
lation of additional compressor units on the company’s 
pipeline system in Arkansas and Missouri will be sup- 
plued later. The estimated cost of the new facilities is 
$5,500,000. Previous bond financing was arranged for 
privately through Union Securities Corp., who also acted 
as underwriter for a common stock issue in April of this 
year. 


Missouri-Kansas-Texas RR. (11/29) 
Oct. 16 it was reported company is planning ot issue $5,- 
700,000 of equipment trust certificates. Probable bidders: 
Halsey, Stuart & Co. Inc.; Salomon Bros. & Hutzler; 
Lehman Brothers; Harris, Hall & Co. (Inc.); R. W. Press- 
prich & Co. 


@ Monongahela Power Co. 

Oct. 20 it was announced that financing plans would 
be announced later in connection with the construction 
of a new electric generating station of 150,000 kilowatts 
capacity at a cost of approximately $20,000,000. Prob- 
able bidders for bonds: Halsey, Stuart & Co. Inc.; Equit- 
able Securities Corp.; W. C. Langley & Co. and The First 
Boston Corp. (jointly); Union Securities Corp.; Salomon 
Bros. & Hutzler; Lehman Brothers; Kidder, Peabody & 
Co. and White, Weld & Co. (jointly); Merrill Lynch, 
Pierce, Fenner & Beane; Glore, Forgan & Co. Probable 
bidders for preferred stock: Kuhn, Loeb & Co.; Kidder, 
Peabody & Co.; Lehman Brothers; W. C. Langley & Co.; 
Harriman Ripley & Co., Inc. 


Montana-Dakota Utilities Co. 

Oct. 11 company asked FPC for authority to issue $2,- 
300.000 of 212% promissory notes to banks to provide 
funds for its expansion program. These notes, together 
with $3,000,000 of notes authorized by FPC last May, are 
to be refunded by permanent financing before April 1, 
1951. Traditional underwriters are Blyth & Co., Inc. and 
Merrill Lynch, Pierce, Fenner & Beane. 


Mountain Fuel Supply Co. of Utah 


June 6 company announced plans to create a new firm 
to take over its exploration and development of natural 
gas and oil operations. It will be financed, in part, 
through public sale by the new unit of 1,000,000 shares of 
capital stock (par $8). Financing plan submitted by First 
Boston Corp. Expected this Fall. 


New England Power Co. 

April 24 it was estimated that about $37,000,000 new 
financing will be required to pay construction costs 
estimated at $40,000.000 for 1950 to 1952. Present plans 
are to issue this Fall $10,000,000 bonds and 70,000 to 80,- 
000 shares of preferred stock. Probable bidders: (1) For 
bonds—Halsey, Stuart & Co., Inc. (2) for bonds and pre- 
ferred: Harriman Ripley & Co. Inc.; Lehman Brothers; 
Kidder, Peabody & Co.; First Boston Corp.; Merrill 
Lynch, Pierce, Fenner & Beane; (3) for preferred: 
W. C. Langley & Co. 


New Hampshire Electric Co. 

Sept. 7 company applied for authority to issue 15,000 
shares of $4.50 preferred stock (par $100) and 140,000 
shares of common stock (no par) which are to be ex- 
changed for presently outstanding 150,000 shares of com- 
mon stock (no par) held by New England Gas & Electric 
Association. Latter plans to dispose of this investment 
prior to Sept. 1, 1951. 


North American Car Corp. 


Aug. 15 it was reported that the company is to issue and 
sell publicly not exceeding 40,000 shares of common 
stock (par $10). Probable underwriter: Glore, Forgan 
& Co.. New York. The proceeds are to be used for car 
rebuilding program. 
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North Penn Gas Co. 
Sept. 25 it was announced company plans permanent 
financing following merger of the Pennsylvania sub- 
sidiaries of Pennsylvania Gas & Electric Corp., the 
parent. Proceeds—To retire, in part, proposed bank loans 
of $3,000,000. 

Oklahoma Gas & Electric Coe. 
Sept. 28 a plan was filed with the SEC, which provides, 
in part, for the refunding of the outstanding $6,500,000 
544% cumulative preferred stock (par $100) with an 
equal par amount of preferred stock having a lower 
dividend rate “as soon as the transaction becomes eco- 
nomically sound,” and to finance part of the company’s 
construction program by the issuance and sale of addi- 
tional common stock. Stockholders will vote early in 
November on changing each of the 1,076,900 shares of 
$20 common stock now outstanding to two shares of 
common stock, $10 par each; and on changing the 825,000 
shares of authorized but unallotted shares, $20 par, of 
4% cumulative preferred stock to 165,000 shares of $100 
par cumulative preferred stock. Probable underwriters: 
Harriman Ripley & Co., Inc.; Smith, Barney & Co. 

Pennsylvania Electric Co. 
Oct. 4 company was reported to be planning the issuance 
early next year of about $10,000,000 new bonds. Probable 
bidders: Halsey, Stuart & Co. Inc.; Kidder, Peabody & 
Co.; Merrill Lynch, Pierce, Fenner & Beane: Union Se- 
curities Corp. and White, Weld & Co. (jointly); Equit- 
able Securities Corp.; The First Boston Corp.; Kuhn, 
Loeb & Co.; Harriman Ripley & Co., Inc. Proceeds are 
to be used to finance construction program. 

Roosevelt Mills, Inc., Manchester, Conn. 
July 20 company was reported to be negotiating with a 
group of underwriters for a public stock offering of 
about $150,000 of additional capital stock at $1 or $2 
per share. There are presently outstanding 1,381 shares 
of stock. which are closely held. 


San Diego Gas & Electric Co. 

July 31 it was reported that the company’s original plan 
to issue between $8,000,000 and $10,000,000 of bonds 
late this year may be changed to preferred stock, de- 
pending upon market conditions. If negotiated, Blyth & 
Co., Inc., may handle financing. If competitive, probable 
biddérs are: Blyth & Co., Inc.; Lehman Brothers and 
Bear, Stearns & Co. (jointly); First Boston Corp.; White, 
Weld & Co. and Shields & Co. (jointly); Merrill Lynch, 
Pierce, Fenner & Beane; Union Securities Corp.; Salo- 
mon Bros. & Hutzler. Proceeds would go toward cone 
struction program. 

South Georgia Natural Gas Co., Atlanta, Ga. 
Aug. 23 company applied with FPC an amended applica- 
tion for authority to build a 526.9 miles pipe line in 
Georgia and Florida which, it is estimated, will cost be- 
tween $10,500,000 and $12,080,000 to be financed by sale 
of tirst mortgage bonds and the issuance of junior secur- 
ities. Probable underwriter: Courts & Co. 


Southeastern Michigan Gas Co., Chicago, Ill. 
June 12 it was announced company plans issuance and 
sale of first mortgage bonds, debentures, preferred stock 
and common stock in connection with its proposed new 
pipe line in Michigan to cost approximately $1,400,000. 
Application is before FPC. 

Southern California Edison Co. 

Sept, 27, W. C. Mullendore, President, announced that 
company will have to raise $50,000,000 in new capital 
within the next 18 months to finance its 1951 construc- 
tion program. Total financing may involve $55,000,000 
in new bonds. Probable bidders: Halsey, Stuart & Co. 
Inc.; Blyth & Co., Inec.; The First Boston Corp. and 
Harris, Hall & Co. (Inc.) (jointly); Shields & Co. 

Southern Natural Gas Co. 

July 31 proposed financing on a permanent basis was 
increased from $10,000,000 to $24,000,000 first mortgage 
bonds, of which $10,000,000 to $12,000,000 may be offered 
initially and the balance later on. On June 2, SEC ap- 
proved temporary bank borrowings of up to $20,000,000 
to mature July 1, 1951, the proceeds to be used for con- 
struction program which was estimated to cost $32,520,- 
000 for 1950-1951 (since reduced). Probable bidders: 
Halsey, Stuart & Co. Inc.: Blyth & Co., Inc. and Kidder, 
Peabody & Co. (jointly); First Boston Corp. 


@® Southern Union Gas Co. 

Oct. 20 it was reported company plans to raise between 
$7,000,000 and $8,000,000 through the sale of new secur- 
ities next Spring. Underwriter Blair, Rollins & Co., 
Inc., handled the financing early this year of $18,000,000 
of first mortgage 27 bonds and $3,000,000 of 4°4% 
preferred stock (par $100). Proceeds—To repay $3,000,- 
000 of bank loans and for construction expenditures. 


Southwestern Gas & Electric Co. (12 4) 

Oct. 11 it was reported that this company is planning 
sale and issuance early in December of $6,000,000 new 
first mortgage bonds, series D. Underwriters—-To be de- 
termined by competitive bidding. Probable bidders: 
Halsey, Stuart & Co. Inc.: Salomon Bros. & Hutzler, and 
Carl M. Loeb, Rhoades & Co. (jointly); Lehman Brothers; 
Equitable Securities Corp.: White, Weld & Co. and Kid- 
der, Peabody & Co. (jointly): Otis & Co. (Inc.); Merrill 
Lynch, Pierce, Fenner & Beane and Union Securities 
Corp. (jointly): The First Boston Corp. Proceeds—For 
construction program. 


or 
& 


Texas Eastern Transmission Corp. 

Oct. 9 it was announced company plans to raise approxi- 
mately $40,000,000 of equity money, which would be sup- 
plemented by approximately $70,000,000 of first mortgage 
pipe line bonds (latter may be placed privately). Under- 
writer—Dillon, Read & Co. Inc., New York. Proceeds— 
For expansion program. Increase in Capitalization— 
Stockholders will vote Nov. 3 on authorizing 600,000 
shares of preferred stock (par $100) and to increase the 
common stock from 6,000,000 to 7,500,000 shares, 
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Texas Illinois Natural Gas Pipeline Co. 
Sept. 15 company applied to the FPC for authority to 
construct approximately 72 miles of new line in Texas 
at an estimated cost of $11,581,800. It is planned to issue 
first mortgage bonds for 75% of the required capital 
and to raise the remaining 25% through the sale of com- 
mon stock. Probable underwriters— White, Weld & Co. 
and Glore, Forgan & Co. 


Toledo Edison Co. 
May 9 it was announced that the company plans to issue 
and sell $7,500,000 additional first mortgage bonds in 
December, 1950, and probably additional common stock 
sometime during 1951, the proceeds to be used to com- 
plete expansion program. Probable bidders: Halsey, 
Stuart & Co. Inc.; W. C. Langley & Co.; Kidder, Peabody 
& Co., White, Weld & Co. and Merrill Lynch, Pierce, 
Fenner & Beane (jointly); First Boston Corp. and Glore, 
Forgan & Co. (jointly); Lehman Brothers, Harriman 
Ripley & Co., Inc., Bear, Stearns & Co. and Carl M. 
Loeb, Rhoades & Co. (jointly); Smith, Barney & Co; 
Union Securities Corp. 


United Gas Corp. 
Oct. 6 it was reported company will probably sell be- 
tween $100,000,000 and $125,000,000 of new bonds before 
end of this year, the proceeds to be used to finance con- 
struction of 1,130 miles of pipe line, which, it is estimated 
will cost approximately $115,000,000. 


United Gas Pipe Line Co. 
July 25 filed with FPC for authority to build 1,130 miles 
of new lines in Texas, Louisiana and Mississippi at a 
cost of about $110,000,000, including new facilities. It is 
probable that the bulk of this new capital will be raised 
through the public sale of new securities. 


United States Pipe Line Co. (Del.) 

Sept. 25, it was announced that this company had been 
formed to build, own and operate a petroleum products 
pipeline from the Texas Gulf Coast to St. Louis, Chicago 
and other midwest markets to operate as a “common 
carrier.” The initial financing has been arranged for 
privately, with no public offering expected for at least 
two years, E. Holley Poe and Paul Ryan, of 70 Pine St., 
New York, N. Y., are the principal officers of the cor- 
poration. 


Utah Power & Light Co. 

Oct. 17 it was announced that present plans call for the 
company to offer approximately $12,000,000 of new bonds 
and about 200,000 additional shares of common stock in 
1951 to provide funds for its construction program. 
Underwriters—To be determined by competitive bidding. 
Probable bidders: (1) For bonds: Halsey, Stuart & €o. 
Inc.; Kidder, Peabody & Co.; Lehman Brothers, and 
Bear, Stearns & Co. (jointly); White, Weld & Co.; Salo- 
mon Bros. & Hutzler; First Boston Corp., and Blyth & 
Co., Inc. (jointly); Union Securities Corp., and Smith, 
Barney & Co. (jointly); and (2) for stock: Blyth & Co., 
Inc.; W. C. Langley & Co., and Glore, Forgan & Co. 
(jointly); Union Securities Corp., and Smith, Barney & 
Co. (jointly); Lehman Brothers, and Bear, Stearns & Co. 
(jointly); Kidder, Peabody & Co., and Merrill Lynch, 
Pierce, Fenner & Beane (jointly). 


Valley Gas Pipe Line Co., Inc., Houston, Tex. 
June 27 company sought FPC authorization to construct 
a $144,500,000 pipeline project to carry natura? gas from 
the Gulf Coast and off-shore fields in Louisiana and 
Texas to markets in Indiana, Ohio and Michigan. Com- 
pany is now in process of completing negotiations for 
its major financing requirements. 

Warner-Hudnut, Inc. 

July 20 change in company’s name from William R. 
Warner & Co., Inc. was approved, but no action was 
taken on proposed recapitalization plan, due to market 
conditions. It is planned to file a registration with the 
SEC covering the sale of approximately 325,000 shares 
of the proposed new common stock (par $1) to the pub- 


lic through a nation-wide group of underwriters headed 
by F. Eberstadt & Co., Inc. 


@ Washington Water Power Co. 

Oct. 16 company asked SEC permission to increase bank 
borrowings from $4,500,000 to $7,150,000 in order to meet 
its construction requirements pending permanent financ- 
ing. In September, the Washington P. U. Commission 
denied an application to borrow $3,850,000 additional to 
retire 35,000 shares of $6 cumulative preferred stock of 
no par value. Porbable bidders: (1) For stock or bonds: 
Blyth & Co., Inc.; Smith, Barney & Co. and White, Weld 
& Co. (jointly): W. C. Langley & Co. and The First 
Boston Corp. (jointly); (2) For bonds only: Ha’sey, 
Stuart & Co. Inc. 


Western Pacific RR. 

Sept. 5 it was announced company plans issuance and 
sale of $22,000,000 3% first and refunding mortgage bonds. 
Probable bidders: Halsey, Stuart & Co. Inc.; Blyth & Co. 
Inc.; Lehman Bros. and Bear, Stearns & Co. (jointly); 
Union Securities Corp. and Glore, Forgan & Co. (jointly). 
Proceeds—To retire $10,000,000 first mortgage 4% bonds 
and $6,133,000 convertible income 442% bonds due 2014, 
and over $5,000,000 “new money.” Expected about mid- 
dle of November. 


Worcester County Electric Co. 
Sept. 25 a plan was filed with the SEC, the FPC and the 
Massachusetts Department of Public Utilities providing 
for the merger with this company of seven other sub- 
sidiaries of New England Electric System, following 
which Worcester County proposes to issue and sell $12,- 
000,000 of first mortgage bonds to retire bank loans of 
the companies participating in the merger. Probable 


bidders: Halsey, Stuart & Co. Inc.; Lehman Brothers; 
Merrill Lynch. Pierce. Fenner & Beane; Kidder, Peabody 
& Co.; First Boston Corp.; Harriman Ripley & Co., Ine, 
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Continued from page 11 


Partial War and 
Economic Expansion 


income. Even higher taxes and 
surtaxes continued over a decade 
will have their impact upon in- 
dividual initiative, upon business 
incentives and upon the ventur- 
ing of risk capital. The “it’s only 
10%” argument, thereicre, con- 
ceals rather than reveals the giant 
dimensions and economic repcr- 
cussions of a prolonged program 
of semi-war or semi-peece 

The second aspect worthy of 
stress can be indicated under the 
familiar heading of guns and but- 
ter. The rate of economic expan- 
sion under partial war, so the 
argument goes, will be greatly 
accelerated under the influence 
of government spending. Ad- 
mittedly the absolute amounts 
spent by government would rise 
but the potential growth of our 
dynamic civilian economy en- 
visioned over the next decade 
should enable us to absorb the 
defense burden and emerge with 
a lower ratio of government 
spending to national output. The 
postwar expansion in output and 
real living standards is _ fre- 
quently cited as proof positive of 
this thesis. 

The merit of this argument has 
been examined elsewhere and 
found wanting.2 Decade by decade 
since the turn of the century gov- 
ernment spending has outstripped 
the net gain arising from higher 
productivity, more efficient tech- 
nology and ever greater capital 
investment. Our national income 
has now reached about $235 bil- 
lion or well over thrice what it 
was in 1939. And yet even the 
hyper-stimulation of the past 
decade—activated by a debt ex- 
pansion without historic parallel 
—was not sufficient to offset the 
mushrooming of governmental 
costs. As national income tripled, 
public spending quadrupled. The 
same pattern emerges, in retro- 
spect, for the prosperous Twen- 
ties or the decades preceding. 

Our past pattern of growth sug- 
gests an annual increment in 
national output of at maximum 
3% or a conservative minimum 
of 2%. An annual improvement 
factor of $5 billion-$10 billion is 
dwarfed by the proposed longer- 
range defense program of the 
dimensions earlier indicated. Even 
after allowance for the contribu- 
tion of unused capacity, longer 
hours of work and additional 
recruits to the labor force, it is 
obvious that all of the gains aris- 
ing from higher productivity and 
advances in technology could not 
begin to offset the expansion of 
aramment outlays. 


Partial War And Inflation 


There remain numerous other 
sobering aspects of a prolonged 
program of expanded defense out- 
lays. The longer the program, the 
greater the difficulty of return- 
ing to a lower level of govern- 
ment expenditures once _inter- 
national tensions have eased. 
After every great war in this na- 
tion’s history, the subsequent rate 
of government spending in peace- 
time was at far higher levels than 
that which prevailed prewar. 
Shedding controls embedded in 
an economy over a decade may 
prove even more difficult than 
our recent experience of World 
War Il. But overriding all other 
considerations is the implications 
of a decade of large-scale defense 
spending on the battle we have 
been waging against inflation, 
against further deterioration in 
the purchasing power of the dol- 
lar, and against a growing un- 
—— over government securi- 
1es. 


2 See “A Half Century of Government 
Spending,” by John S. Sinclair, President 

e National Industrial Conference Board, 
available on request at the Board. 


The problems of dealing with 
the new inflationary pressures 
that have already arisen since 
K-Day, to say nothing of those 
in prospect under the _ longer- 
range program, are more sobering, 
if not alarming, than any I have 
thus far suggested. 

We started from a very low 
price base in our last war effort. 
The inflation suppressed by the 
use of direct controls during the 
actual war years at first did not 
look alarming viewed against that 
background. But as the war 
moved on, pressure upon the price 
structure mounted until it broke 
through as open inflation. The 
sobering note to be kept foremost 
in mind is that this time we start 
from the crest of World War II 
inflation. Long-termwise, both re- 
tail and wholesale prices were 
already at an all-time high on 
K-Day; each index was above its 
zenith in any past inflation. Mov- 
ing on to a still higher price level, 
whether’ retail or wholesale, 
could further undermine con- 
fidence in the dollar, in govern- 
ment securities, perhaps even in 
the stability of our government 
or its solvency. That in turn 
could bring on what some ob- 
servers are already concerned 
about, continental inflation or a 
mass flight from the dollar. 

Dealing with inflationary pres- 
sures currently may therefore re- 
quire different treatment from 
that used in World War II. The 
basic procedure we followed at 
that time was designed primarily 
to suppress inflation. The function 
of suppression or damming up of 
price pressures that was perhaps 
well met by price control in the 
initial stages of World War II 
would be a poor model this time. 
This time, instead, we must at- 
tempt to beat down the forces 
making for price pressure as they 
arise—or preferably before they 
build up. That in turn requires a 
different approach Or a combina- 
tion of approaches to produce the 
needed results. 

Three sides of the inflation 
question warrant consideration 
currently: First, the monetary 
side. It would seem that we have 
learned on that score from World 
War Il. A national effort is build- 
ing up to hold within bounds the 
expansion of the money supply 
and the monetization of debt. That 
can be entered on the plus or fa- 
vorable side. 

But price pressures are also 
coming increasingly from the cost 
side. There we seem to be hesi- 
tant, if not derelict, thus far in 
terms of formulating national pol- 
icy. Wage increases have already 
been widespread, encouraged by 
cost-of-living adjustments, as well 
as by an attitude that wages 
lagged behind other sectors of the 
economy in the post-Korean up- 
surge. And so until wages are 
again “in balance” we postpone a 
wage stabilization program. Mean- 
while, cost pressures continue to 
mount, and we are using up our 
grace period before further price 
pressure itself is generated by the 
hike in labor costs. 

On the demand side also 
have not yet adopted an active 
Savings program or an interest 
policy which might foreclose the 
possibility of liquidation of accu- 
mulated assets or halt the rise in 
the velocity of spending. On bal- 
ance, I would say we have made 
some progress in holding in re- 
straint or beating down inflation 
from fiscal-monetary origins but 
little as yet on the cost-demand 
side, 

Considerable reliance is placed 
this time upon a pay-as-you-go 
policy as a major anti-inflation 
weapon. Have we assigned too 


we 
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much weight to that program? 
Does it foliow that if taxes are 
increased to match the rise in 
defense spending we thereby au- 
tomatically reduce inflationary 
pressures? 

Recall the arguments that went 
on over the inflationary gap dur- 
ing World War II. The excess of 
purchasing power over the supply 
of civilian zoods always seemed 
small enough to be wiped out by 
a modest rise in taxes. That was 
the way it looked at least at the 
beginning of each period in which 
the gap was measured. But six 
months or a year later, despite 
the tax program we had adopted, 
we would find the inflationary 
gap mounting rather than de- 
creased or held constant. 

Pay-as-you-go involves not only 
consideration of the global aggre- 
gate required to close the gap, but 
also of the specific areas from 
which tax revenues are to be 
drawn, if the program is to suc- 
ceed. Differing results are secured, 
depending upon whether the 
funds are drawn from the cor- 
porate sector, from the middle or 
upper income groups or from the 
base of the income pyramid which 
contains the bulk of nontaxable 
income currently. 

Taxes ase too frequently viewed 
as having only One dimension— 
that is, they are viewed from the 
revenue side alone. There are 
other significant dimentions to 
taxes: restraint on consumption 
and the impact on production or 
maximum use of resources are 
two other vital considerations. 
Equity also merits attention, but 
in a period of national crisis those 
first names are more compelling. 
The emphasis on excess profits 
taxes accords with one test, 
namely, revenue. It falls far short 
of effectiveness, however, when 
appraised on the basis of its im- 
pact on production or cffective 
maximum use of economic re- 
sources. Excise taxes, in contrast, 
warrant consideration on virtu- 
ally all counts. 

We need then to think in terms 
of a whole gamut of anti-infla- 
tion and tax policies. Some of 
them we did not adopt in World 
War II because they did not fit 
into that particular environment. 
This time if the chief reliance is 
to be placed on taxes in closing 
the inflationary gap, we must 
adopt increasingly a set of spe- 
cific targets. 

Price control assumes a_ far 
lower stature in the gamut of 
defense economy controls than it 
did in the defense economy period 
preceding World War II. This time 
Wwe must deal with the root causes 
of price pressures rather than with 
damming them up through con- 
irols thay at best gain just a bit 
more time in a program that may 
span a decade. National attention, 
focused as it is currently upon 
price controls may lead us to 
neglect other not necessarily com- 
plementary but perhaps primary 
avenues of reducing pressures 
upon the price level. 

Possibilities of Economic 
Expansion 

In closing, let me cite the find- 
ings of The Conterence Board on 
the possibilities of future economic 
expansion, looking beyond the 
current crisis to the decades of 
the second half of the Twentieth 
Century. We found that our 
growth potentials have much the 
same favorable promise as in our 
earlier history, including an ex- 
panding population, an unbroken 
future rise in family formation, 
abundant national resources in 
the main, and an ever-improving 
technology. Assuming as favor- 
able an environment for enter- 
prise as that which prevailed for 
a century and a half earlier, we 
placed the national output in 1970 
at $500 billion (in 1949 prices). 
This could be achieved if produc- 
tivity or output per man hour 

3 See the Board’s “Economic Expansion: 
Patterns, Problems, Potentials,” May, 
1950. 


rose by 2% annually, the rate pre- 
vailing during the past half cen- 
tury. 

The growth promised by the ad- 
vocates of enlarged government 
spending is no greater than the 
actual record of accomplishment 
of the past when the enterprise of 
both management and labor 
energized primarily by individual 
initiative and market forces. Those 
who advocate large-scale defense 
spending Over an extended period 
as an instrument of economic ex- 
pansion or social and economic 


was 


goals of greater national output 
and a higher scale of living for 
the American people. The desir- 
ability of growth is not the point 
at issue, but rather the means. 
The use of defense spending as an 
instrument of economic reform or 
aS a Means Of economic expansion 
would bring us further down the 
road of complete government in- 
tervention. We are already dan- 
gerously near the point of no re- 
turn, according to the benchmarks 
left for us by those nations which 
have traveled the same road be- 


reform have no monopoly on the 


fore us. 


Continued from page 5 


Observations... 


hand, there is the generally recognized fact of dollar depreciation. 
3ut this is likely to continue as a long-term secular process, with 
many short-term interruptions reflected in sharp declines in the 
price of commodities as well as stocks. Nor even on the upside 
is the course of goods and equities necessarily synchronized. 
In 1946 the stock market effect of sharply rising commodity prices 
was outweighed by the fear of a business depression (which as a 
matter of faci, did not even materialize). 

The importance of timing, and the inadequacy of equities 
as an inflation hedge over the short-term, is clearly evident from 
the empirical record. Over the long-term, since 1929 the inter- 
vening rise in commodity prices has occurred in the face of a 
40% decline in the stock price average. There has been similar 
divergence between inflation and stock prices during shorter 
periods. Equity prices declined substantially between 1937 and 
1942 and during the expansionary 1946-’48 interval. 


Successful Parlay Required 

So we see that a correct double-forecast (a kind of horse-race 
betting parlay) is needed. First the course of external inflation- 
deflation inust be correctly gauged, and then additionally, its 
effect on the market must be correctly predicted (guessed). 

The course of corporate earnings represents another factor 
concerning which one of these hazardous “‘parlays” is needed. 
Here again the forecaster cannot assume that a correct prediction 
of profits— itself difficult enough—is sufficient to furnish the key 
to the market’s subsequent course. Between 1946 and 1947 the 
profits per share of the stocks comprising the Dow, Jones Indus- 
trial Average rose by 40% (from $13.63 to $18.80), yet the average 
high-low of their market price simultaneously fell by 7% (from 
188 to 175). 

Similarly in the case of individual industries, we see that the 
shares of distillers whose earnings have fallen by one-third or so 
since 1947, have nevertheless doubled in market price during the 
interval. 


Keynesian Multiple-Degree Psychological Guesses 

The above-cited disparities between the discernible economic 
factors and stock market movement highlight the forecaster’s 
major difficulty in that he must correctly predict not only the 
course of events, but also the rest of the crowd’s emotional re- 
action to those events. This process of psychology and style 
anticipation in the market place (akin to Machiavelli’s Second 
Degree Lie), has been brilliantly described by Lord Keynes in his 
General Theory as follows: 

“Professional investment may be likened to those news- 
paper competitions in which the competitors have had to pick 
out the six prettiest faces from a hundred photographs, the 
prize being awarded to the competitor whose choice most 
nearly corresponds to the average preferences of the competi - 
tors as a whole so that each competitor has to pick, not those 
faces which he himself finds prettiest, but those which he 
thinks likeliest to catch the fancy of the other competitor, all 
of whom are looking at the problem from the same point of 
view... . I‘ is nct a case of picking those who, to the best of 
one’s judgment are really the prettiest, or those which aver- 
age opinion genuinely thinks the prettiest. We have reached 
the third degree where we devote our intelligences to antic- 
ipating what average opinion expects the average opinion to 
be. And there are some, I believe, who practice the fourth, 
fifth and higher degrees.” 

So the investor relying on market forecasting 
a successful psychologist and style merchandiser. 


must also be 


Forecasting Appeal Now at Peak 
os for the i community seems 
complexity of the 
ypealing 


The appeel of forecastin investment 
now to be at an all-time high. Ti urrent 
‘“oxternal”’ factors—as above cited lakes 
the escupe provided by the “internal” market s} through 
pictorializing charts “tours-de-hindsight,” etc. The wartime at- 
mosphere stimulates the public’s speculative spirit and confidence 
in trying to beat-the-game, as well as enhancing its enjoyment of 
the mental gymnastics. 

And—as always in investing- 
to determine. 


© << 
‘ 1 


Darticuiarly a} 
stems 


when seems easier than what 


When Versus What 


This “when versus what’ choice, then its the crucial 
question. In other words, what importance is to be attached to 
the historical level in relation to valuing individual issues on a 
business-appraisal basis? What does one do when confronted with 
value opportunities at a time when the market.is at an historically 
high level, or when one otherwise is disposed to expect a gener- 
ally lower market-as-a-whole—or the converse? 

The answer of this writer, on the basis of experience as well 
as logic, is umequivocally that any time is a good time to buy a 
good value. Rigorous as it may be, such black-and-white decision 
must be made. Compromise means falling-between-the-two-stools 
of investment and speculation into frustrating cenfusion! 
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The corporate section of the 
bond market still indicates the 
disposition of institutional in- 


vestors to hold to a sideline posi- 
tion. Things have been dull and 
while prices have been firm the 
good tone is regarded as largely 
due to the dearth oft offerings. 

For the present institutions ap- 
pear to be concerned chiefly with 
stocking up on realty mortgages 
before the effect of the new 
morig ge credit regulations really 
makes itself felt. As bond mar- 
ket observers see it, suca buyers 
have been taking up this type of 
investment by the “wagon-load.” 

As has been the case for several 
months now the municipal market 
keeps pushing along because of its 
special situation arising from the 
new revenue bill and the belief 
that higher taxes are in prospect 
after the turn of the year unless 
there is a marked change in the 
world situation. 

The tax-exempt market is still 
in the midst of a robust demand 
after a long period of stagnation 
which ended with the passage of 
the new tax bill and there has 
been substantial scaling down of 
the backlog which only a few 
weeks ago stood at record levels 
above the $200,000,000 mark. 

As far as the corporate market 
is concerned conditions are spotty 


with some new issues meeting 
good repsonse while others are 
proving a bit on the laggard side. 
Investment interests. still are 
keeping a weather-eye on the 
Federal Reserve for any action 
which may develop with regard to 
member bank reserve require- 
ments. 
Kaiser Steel Corp. 

Dealers reported a brisk de- 
mand tor the svock units o1 Kaiser 
Stcel Corp. brought to market 
yesterday by one of the biggest 
underwriting groups formed in 


recent years. 
Involving 1,600,000 shares of 
preferred stock and 800,000 shares 


of common each unit consists of 
one share of preferred and '% 
share of common priced at $25. 


The preferred is to carry a $1.46 
annual dividend rate. 

The units will not be sep2rable 
until Oct. 1, 1951 unless_ so 
ordered by the company’s board. 
The stock sale is part of an over- 
all fianancing of $125.000,000 in- 
cluding $60,000,000 of 3°4% first 
mortgage bonds due 1970, taken 
by a group of insurance compa- 
nies, and $25,000,000 of bank 
credit. 

Demand Is Spotty 


Elsewhere the market continues 
to be a spotty affair with some 
issues moving quickly while 
others show a tendency to move 
out slowly. 

Tennessee Gas Transmission 
Corp.’s 100,000 shares of new pre- 


SITUATION WANTED 





Wholesaler & Dealer Contact 
Representative Available 


Knows dealers throughout 
the United States and Canada. 


Willing and able to travel. 
Will relocate if necessary. 
Box P 1026, Commercial and 


Financial Chronicle, 25 Park 
York 7, 4 


Place. New fae £ 














ferred and 200,000 shares of addi- 
tional common brought out on 
Tuesday was reported to have 
been taken up quite rapidly. 

On the other hand Northern 
States Power Co.’s 175,000 shares 
of new preferred brought to mar- 
ket priced to yield 4% to the 
buyer, turned slow after a good 
start, attesting to the variable 
character of the current market. 


Wait Better Market 

Reflecting the current uncer- 
tainty marketwise Middle South 
Utilities Inc., has moved to with- 
draw its registration with the Se- 
curities and Exchange Commission 
covering 400,000 shares of common 
stock. 

These shares were to have been 
offered to hold+rs ef the preferred 
issues of three subsidiaries as a 
part of the plan for refinancing 
che preferred stocks of those com- 
panies. 

Since Middle South’s board has 
decided to defer the refunding op- 
eration, directors concluded that 
best interests of its security 
holders would be served by with- 
drawing the registration at this 
time. 

Calls for Bids 

Three utilities have issued calls 
for bids on projected new issues. 
Niagara Mohawk Power Corp has 
set next Tuesday for the opening 
of bids on its $40,000,000 of new 
gencral mortgage bonds due in 
1980. 

Milwaukee Gas Light Co. has 
called for bids to be opened on 
Monday for $27,000,000 of new 
first mortgage bonds and $6,000,- 
000 of sinking fund debentures. 

The aforementioned bonds 
would mature in 1975 while the 
debentures would run for 20 years 
or until 1970. 


Beil & Hough Formed 

ST. PETERSBURG, Fla.—W. R. 
Hough and F. C. Beil, Jr., have 
formed Beil & Hough with offices 


at 23 Fourth Street to engage in 
a securities business. Mr. Beil 
was formerly with Thomson & 
McKinnon. Mr. Hough was a 


partner in Freeman, Hough & Co. 
of Fort Myers and prior thereto 
was with A. M. Kidder & Co. 


DIVIDEND NOTICES 





ALUMINIUM LIMITED 


DIVIDEND 
NOTICE 





On October 18th, 1950, a quarterly 
dividend of Seventy-five Cents per 
share in U.S. currency and an extra 
dividend of Seventy-five Cents per 
share in U. S. currency were de- 
clared on the no par value Shares of 
Aluminium Limited both payable 
December 5th, 1950, to shareholders 
of record at the close of business 
November 10th, 1950. 
Montreal J. A. DULLEA, 

October 18th, 1950 Secretary 





Burroughs 


and 20Ist CONSECUTIVE 
CASH DIVIDENDS 


A quarterly dividend of twenty cents 
($.20) a share and an extra dividend 
of ten cents ($.10) a share have been 
declared upon the stock of BUR- 
ROUGHS ADDING MACHINE COM- 
PANY. payable December 9, 1950, to 
shareholders of record at the close of 
10, 1950. 
Sheldon F. Hall, 


Secretary 


200th 


business November 


Detroit. Michigan 
October 18. 1950 
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Morgan Stanley Groun 
Offers Alabama Power 
4.60%, Preferred Stock 


Morgan Stanley & Co. and 22 
associates on Oct. 20 offered pub- 
licly 100,000 shares of 4.50% 
preferred stock (par $100) of 
Alabama Power Co. at 102.20 per 
share, plus accrued. dividends. 
The issue was awarded on Oct. 18 
on a winning bid of $100.06 nam- 
ing the dividend rate. Initial 
delivery is to be in the form of 
registered interim certificates 
authenticated by Irving Trust Co., 
as trustee. 

The new preferred is redeem- 
able at the option of the company 
at any time at prices scaled from 
$105.20 per share if redeemed on 
or before Oct. 1, 1955, to $104.20 
per share after Oct. 1, 1960, plus 
accrued dividends. 

Net proceeds of the sale will 
help finance the company’s con- 
structicn program, estimated to 
cost $63,500,000 during 1950 
through 1952. The chief item in 
the program will be $24,000,000 
for the construction of two 100,- 
000 kw. steam-electric generating 
units at Gorgas, Ala. Upon com- 
pletion of the program, the com- 
pany’s rated generating capacity 
will be boosted from the present 
level of 839,560 kw. to 1,135,- 
560 kw., including both steam and 
hydro plants. 

Alabama Power Co., a subsid- 
iary of The Southern Co., gener- 
ates and sells electricity to over 


DIVIDEND NOTICES 
AMERICAN WINDOW GLASS COMPANY 


DIVIDEND NOTICE 
1950 


ober 1 


O ] 
Boara ot Director 


At a meeting of the held 
on October 10, 1950, a dividend oi 1', on 
3144 cents per share, was declared on the 5° 
Cumulative Preferred Steck cf the ompan 
payable November 15, 1950, to stockholder f 
reccord at the clo of business n Novemb>1 
l 1950, such dividend to b on account of 
dividends presently in = arrears Check will 
be mailed 

a. 3 


WILLIAMS 


Secretary & Trea 





™. 


GAMEWELL 


hen. 


At a meeting of the Board of Diree- 
tors of The Gamewell Company, held 
today, Friday, October 20, 1950, a divi- 
dend of $.25 per share was declared 
on the Common Stock of the Com- 
pany payable on November 15, 1950, 
to stockholders of record at the close 
November 3, 1950. 


BECK, Treasurer. 


of business on 


Ww. C. 








INTERNATIONAL 
HARVESTER 
COMPANY 


The Directors of International Harves- 
ter Company have declared quarterly 
dividend No. 129 of one dollar and 
seventy-five cents ($1.75) per share on 
the preferred stock payable December 
1, 1950, to stockholders of record at the 
close of business on November 6, 1950. 


GERARD J. EGER, Secretary 











INTERNATIONAL 
HARVESTER 
COMPANY 


The Directors of International Harvester 
Company have declared a quarterly divi- 
dend (No. 142) of fifty cents (50c) per share 
on the common stock, payable January 15, 
1951, to stockholders of record at the close 
of business on December 15, 1950. The 
Directors have also declared a special divi- 
dend (No. 143) of thirty cents (30c) per 
share on the common stock payable at the 
same time as the quarterly dividend, that 
is, January 15, 1951, to stockholders of rec 
ord at the close of business on December 
15, 1950. 





GERARD J. EGER, Secretary 





500,000 customers (directly or 
through other distributors, includ- 
ing its subsidiary, Birmingham 


Electric Co.) in nearly 600 cities 
and towns in Alabama, including 
Bessemer, Birmingham, Gadsden, 
Mobile, Montgomery and Tusca- 
loosa. 


For the 12 months ended May 
31, 1950, the company reported 
total revenues of $58,353,074 and 
net income of $9,309,176—both 
figures on a consolidated basis, 
reflecting the acquisition of Bir- 
— Electric Co. in August, 

50. 


With Dempsey-Tegeler 


(Special to Tue Financia, CHRONICLE) 
LOS ANGELES, Calif.—Fred J. 
Radwick has become affiliated 
with Dempsey-Tegeler & Co., 210 
West Seventh Street. 


DIVIDEND NOTICES 


eB 


NAUMKEAG 
Steam Cotton Company 


SALEM, MASSACHUSETTS 


DIVIDEND No. 230 

October 25, 1950 
The Board of Directors of Naumkeae 
Steam Cotton Company at a meeting 
Feld on October 25, 1950 declared a 
dividend of One Dollar ($1.00) a 
share, payable on November 24, 1950 
to holders of record at the close o! 
business November 14, 1950. Old Col- 
ony Trust Company, of Boston, will 
mail checks. 





RUDOLPH C. DICK 


President and Treasurer 


PEQUOT SHEETS & PILLOW CASES 
pay daily dividends of luxurious and 
restful sleep. 


"The Nation Sleeps on PEQUOT SHEETS 











SUBURBAN PROPANE 
| GAS CORPORATION 


INCREASED DIVIDEND 
DECLARED 


(formerly 21¢ ) 


Payable November 15, 1950 to stock- 
holders of record November 2, 1950. 


R. GOULD MOREHEAD, 


Treasurer 


| Common Stock —25¢ per share 
| 
| 


October 23, 1950 
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With King Merritt 
(Special to THe Financia CHRONICLE) 
LOS ANGELES, Cal.—John R. 
Martin and Lloyd Vadasz are with 
King Merritt & Co., Inc., Chamber 
of Commerce Bldg. 


With Barrios Investments 
(Special to THe Financia CHRONICLE) 
ST. PETERSBURG, Fla.—David 
E. Manasco is with Barrios In- 
vestments, Florida Theatre Bldg. 
He was formerly with Union Fi- 
nance Co. 


DIVIDEND NOTICES | 





A quarterly dividend of 35c 
per shore on the Capital 
Stock, par value $13.50 per 
share, has been declared, 
payable December 16, 1950, 
to stockholders of record 
November 22, 1950. 


THE UNITED GAS IMPROVEMENT CO. 


JOHNS HOPKINS, Treasurer 
October 24, 1950 Philadelphia, Pa. 














Unitepo States Lines 
-—. COMPANY 
ye \ Common 
\ Stock 

\ \——~__ DIVIDEND 


The Board of Directors has authorized 
the payment of a quarterly dividend of 
fifty cents ($.50) per share payable De- 
cember 8, 1950 to holders of Common 
Stock of record November 24, 1°50 who 
on that date hold regularly issued Com- 
mon_ Stock ($1.00 par) of this Company. 

CHAS. F. BRADLEY, Secretary 
One Broadway, New York 4, N. Y. 








4 
Union CarpiprE 


AND CARBON CORPORATION 


UCC 


4 SPECIAL DIVIDEND of Fifty 
cents (50C) per share on the out- 
standing capital stock of this Cor- 
poration has been declared, pay- 
able in cash on December 1, 1950 | 
to stockholders of record at the | 
close of business November 3, 1950. | 

KENNETH H. HANNAN, | 


Secretary 














SOCONY—VACUUM | 
OIL COMPANY 


iNCOKPORATED 


Dividen 1 
No. 159 


Oct. 24, 
1950 


The Board of Directors today 
declared a quarterly dividend of 
30¢ per share and an extra divi- 
dend of 25¢ per share on the 
outstanding capital stock of this 
Company, both payable Decem- 
ber 9, 1950, to stockholders of 
record at the close of business 
November 3, 1950. 


W.D. BIcKHAM, Secretary 




















Southern 
Railway 
Company 


DIVIDEND NOTICE 








New York 


A dividend of One Dollar and twenty-five 
cents ($1.25) per share on the Preferred 


October 
| 
Stock of Southern Railway Compony has to 
| 
i 
| 
| 
' 


day been declared, payable December 15, 
1950, to stockholders of record at the close 
of business November 15, 1950 

A dividend of seventy-five cents ($0.75) 
per share on 1,298,200 shares of Common 
Stock without par value of Southern Rail 
| way Company has today been declared out 
of the surplus of net profits of the Company 
for the fiscal year ended December 31, 
1949, payable December 15, 1950, to stock. | 
holders of record at the close of busines: 

November 15, 1950 
J. J 





MAHER, Secretary 























Southern California 
Edison Company 


DIVIDENDS 


CUMULATIVE PREFERRED STOCK 
4.08% SERIES 
DIVIDEND NO. 3 


CUMULATIVE PREFERRED STOCK 
4.88% SERIES 
DIVIDEND NO. 12 


The Board of Directors has 
authorized the payment of the 
following quarterly dividends: 


251, cents per share on the 
Cumulative Preferred Stock, 
1.08% Series, payable Novem- 
her 30. 1950. to stockholders of 
record on November 5, 1950; 


301, cents per share on the 
Cumulative Preferred Stock, 
1.88% Series, payable Novem- 
ber 30,1950, to stockholders of 
record on November 5, 1950; 


HALE, Treasurer 


P.C, 
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Washington... 


Behind -the-Scene Interpretations 
from the Nation’s Capital 


And You 











WASHINGTON, D. C.—Within 
a few weeks there will be com- 
pleted a thorough revamping of 
the personnel of the Reconstruc- 
tion Finance Corp., from directors 
througn key subordinate admia- 
istrative and policy-making posts. 

This will convert the big lend- 
ing agency into what the Truman 
Administration doubtless would 
regard as a “thoroughly reliable’ 
Federal activity. This should clean 
Out any vestiges of “banker 
snootiness”’ toward deserving 
clients referred to the RFC var- 
iously by the coordinator of de- 
fense controls, the Democratic 
National committee, lawyer 
friends of the Democratic commit- 
tee, or the White House. 

After that revamping is com- 
pleted, and the process is now 
going on a pace, it is likely that 
the biggest problem which RFC 
will have to face is to whom it 
should pay the greatest attention, 
the White House, the Democratic 
committee, or Mr. W. Stuart Sy- 
nington. 

The new Board is now em- 
placed, and its membership is 
distinguished by the Truman Ad- 
ministration philosophy that its 
policy-making officials shall be 
noted more for their party or 
ideological affiliation than for 
their accomplishments in the busi- 
ness or banking worlds. 

So with the new “special man- 
ager” about to be appointed. He 
is Arthur Merritt, publicity man, 
who has been sitting in an elab- 
orate office, elegantly furnished 
with an ornate desk, and all the 
latest office equipment, complete 
with a “Who is calling please?” 
secretary. While earning $10,000 
Plus per year, Mr. Merritt did not 
always please the press or some of 
the former directors of the RFC, 
but he does have at least One 
Friend at the White House, which 
is the most impertant criterion 
currently for success in this town. 

Before entering public life, Mr. 
Merritt did have some private 
business experience. He was an 
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WASHINGTON 
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Kiplinger reporting cuts through ru- } 
mors and excited talk—-gives you | 
clear, crisp reports, accurate forecasts, 
the solid background you need for 
today’s decisions. 

Kiplinger editors know what infor- 
mation you want—where to get it— 
how to present it so you can use it. 


That's why every one of the weekly 
Letters is packed with information , 
thai will help you take full advantage 
of today’s opportunities. 

And since the Letter is weeks, even 
months ahead of ihe news, it will help 
you plan ahead, knowing that your 
plans will fit tomorrow’s needs. 

You can have the Washington Let- 
ter on your desk every Monday 
morning for 13 weeks for only $4.50. 
(Regular, full-year rate is $18. 

Just tear out this ad, and return 
it to us today. Attach your check, 
or tell us to bill you later—in either 
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tion immediately. 


KIPLINGER Zefferd 


Room 32, 1729 H St., N. W., Washington 7, D.C 


order clerk in Milwaukee for the 
Standard Oil Co., of Indiana. He 
also was once assistant casnier of 
the First National Bank of Stutt- 
gart, Ark. 

Since then Mr. Merritt has 
made his career a public one. He 
wo) ked on and off in the Comp- 
trolier of the Currency’s office as 
a receiver of insolvent banks. 
Later, in 1930, he became an assis- 
tant vice president of the Federal 
Land Bank of New Orleans, and 
had worked up to a vice president 
and treasurer of the Federal Land 
Bank of Columbia, S. C., before 
he left in 1935 to become an ecx- 
aminer tor the RFC. Later he be- 
came an administrative assistant 
at the RFC, and finally, its alleged 
press contact man. 

And he was born in Missouri. 

Another step which the RFC 
has taken to align its personnel 
to the proper thinking on matters 
is the ‘‘reduction” in its adminis- 
trative budget by $7,000,000. In 
these days a reduction in budget, 
such as that which was one of the 
first acts of the new RFC board, 
makes political sense even when 
it is inevitable that under the 
military expansion program the 
agency will be expanded rather 
than contracted. 

By first reducing a budget be- 
fore you expand it, you make it 
Possible to weed out personnel 
you don’t like. In this case the 
$7,600,0000 cut will temporar’ly 
make it possible to reduce tne 
staff by one person in four. This 
ought to eliminate any persons in 
positions of administrative re- 
spensibility who, because of an 
association with a long RFC tra- 
dition of good business judgment, 
might prove to be intractable to 
the new RFC Board. 

Aiter these are fired, then the 
RFC can expand its activities to 
meet the needs of defense lending 
with what the directors would 
consider as just the right sort of 
people. 


In his press conference remarks 
at the beginning of this week Mr. 
Svmington in effect gave the seal 
of “official” to his remarks made 
a week ago in an exclusive na- 
tional megazine interview. 

The substance of those remarks 
is that credit and materials con- 
trols shall, please God be willing, 
be used tc avoid wage and price 
controls. 

This explains a couple of things. 
Disinterested observers believed 
that consumer credit regulations 
which the Federal Reserve Board 
reluctantly and at Mr. Syming- 
ton’s insistence adopted, were 
premature. In other words, the 
thought was that they would shut 
off a great deal more of the mar- 
ket for autos and appliances than 
would need to be cut off as yet 
by materials controls. So that’s 
OK, Mr. Symington in effect says. 
Credit controls become materials 
controls as well as credit controls. 
It also throws light on the dispo- 
sition to crack down on real 
estate credit. 

This explanation also makes 
clear the speed with which NPA 
is rushing into materials controls. 
Even the most sanguine, and in- 
cidentally key placed controllers, 
did not as recently as a couple of 
weeks azo, anticipate limitation 
orders until near the end of this 
year. The story was put out about 
prospective use limitations on 
aluminum before the industry was 
censulted. 


NPA is still mostly without 
even key men except in metals. 
It has as yet only a preliminary 
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“Well, there she goes again — getting ready to put 
the bite on me for another raise!’’ 


and tentative bill of materials re- 
quirements for the balance of this 
calendar year. And while some 
tentative materials requirements 
for the military program for the 
first half of calendar 1951 may 
have been transmitted by today 
to NPA, all these requirements 
schedules are in an exceedingly 
tentative and formless state, being 
the educated guesses of the Muni- 
tions Board rather than the [for- 
mer situation of educated guesses 
of other government economists. 

Nevertheless, the drive is vers 
obviously to shut off a great deal 
of civilian production even before, 
months before, military produc- 
tion gets rolling. This will release 
labor and materials, so goes the 
Symington assumption, tor war 
production, will ease inflation 
pressures. 

Hence the Symington line 
would seem to forecast fast and 
frequent and possibly half-baked 
orders designed to shut down 
civilian production. 

Mr. Symington also presumes 
that much higher taxes will be 
enacted, something which is far 
from a sure prospect unless war 
breaks out somewhere else. Busi- 
ness taxes almost surely will be 
raised somewhat, and persona! in- 
come taxes a little, next year. It 
may be doubted, however, that 
Congress will be disposed to pay 
for the military production of $30 
billions which Mr. Truman fore- 
casts will be going by fiscal 1952. 


The Symington drive to avoid 
wage and price controls is not now 
viewed as merely an election 
strategy, to be dropped after Nov. 
7. The reason seen behind this 
drive is this: If wage and price 
controls can be avoided, perhaps 


the greatest opposition to an en- 
larged military program, notwith- 
standing the apathy following the 
end of hostilities, can be avoided. 
It has been impressed upon the 
controllers that despite the shout- 
ing of the CIO for price control, 
that price control is exceedingly 
unpopular with masses of voters. 
Wage control, of course, is unpop- 
ular with the big labor unions. 
And farmers already are taken 
care of with the promise of ex- 
panded production at higher and 
and higher guaranteed prices. 
So the main voting elements 
might be placated by the avoid- 
ance of wage and price controls, 
leaving a minority relatively of 
the population, hit most directly 
by hasty production limitations. 


Mr. Symington also indicated 
that his ‘‘super board” of control 
advisers counts among its mem- 
bership, Leon Keyserling, Chair- 
man of the President's Council of 
Economic Advisers. It has long 
been suspected outside Mr. 
Symington’s office that the latter 
leaning heavily upon Mr. 
Keyserling for economic advice. 


was 


Commerce department is re- 
viewing the export situation in 
all the 32 scarce commodities 
made the subject of the inventory 
order. The fixing of a quota upon 
copper exports, licenses for which 
were suspended pending the set- 
ting of quotas, was expected mo- 
mentarily at writing. 

In determining whether to set 
quota limitations export of 
scarce materials or articles made 
of scarce commodities, Commerce 
has a twin dilemma. On 


on 


the one 


.. Thursday, October 26, 1950 


hand if it fails to limit exports, it 
has to werk up a goed justifica- 
tion for allewing the exports 
when the materials are centrolled 
as to use domestically. On the 
other hand, if Commerce does 
appiy quotas it has to cenvince 
exporters that these are necessary. 


It is indicated that there will 
be quite a bit of export quota 
news fiom now On. 


The situation with respect to 
procuring aluminum for Muni- 
tions Board stockpile presents a 
problem which is typical of even 
only one phase of the materials 
control program. 

The munitions Board has de- 
cided upon an unrevealed quan- 
tity of aluminum as the amount 
it wants stockpiled regardless of 
what it does to the aluminum pic- 
ture. Three alternative methods 
of procurement have been worked 
out, and it is not yet known which 
one will be selected. 

Canada has made a firm offer 
at a secret price to supply the 
aluminum for stockpile. 

Some 270 million pounds on an 
annual basis can be supplied by 
the domestic industry if the gov- 
ernment will pay from 2 to 4 
cents above the market price to 
pay for the higher cost of the 
marginal production, the cost olf 
electricity in the areas concerned 
being so high as to make this 
marginal. 

Finally, in response to offers 
from the Munitions Board to in- 
dustry to increase production, all 
the stockpile needs could be sup- 
plied out of increased capacity if 
the government made forward 
contracts, advanced on those con- 
tracts, and perhaps made some 
loan guarantees. 

Any stockpiling will be infla- 
tionary if purchased in the U. &S., 
in the sense of paying out money 
for dead stocks. On the other 
hand, does the U. S. want to en- 
courage the relatively big alum- 
inum industry in Canada at the 
expense of retarding expanded 
production in the U. S.? 

Aluminum will very tight, 
aluminum is now used 
in War II, and 
of prospective 
uses for this 


be 
more 
aircraft than 
dozens 


for 
per 
there 

brand 


are 
new war 
metal. 


(This column is intended to re- 
flect the “behind the scene” inter- 
pretation from the nation’s Capital 
and may or may not coincide with 
the “Chronicle’s” own views. 
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